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CHAPTER  1 
INTRODUCTION 

BASIS  FOR  STUDY 

In  April  of  1984,  the  Montana  Department  of  Agriculture  issued  a 
Request  for  Proposal  for  Consulting  Services  to  assist  the  Department 
in  developing  a  marketing  study.  While  the  overall  thrust  of  the  study 
is  to  conduct  a  market  survey  and  analysis  of  the  demand  for  a 
slaughtering  facility  in  Montana,  the  study  was  divided  into  two  phases. 
Phase  I,  which  is  the  contents  of  this  report,  was  designed  to  study 
and  analyze  the  potential  of  foreign  markets  for  Montana  beef  and  to 
evaluate  the  potential  for  joint  venture  activities. 

Specific   requirements   of  Phase   I   were  stated   in  the  project  request 

for  proposal   as  follows: 

Efforts  should  be  directed  towards  identifying  foreign  markets 
(i.e.  -  Asian  and  Pacific  Rim  with  emphasis  on  Japan)  defin- 
ing demand,  competition,  and  production  and  input  factors  in 
those  foreign  markets.  Transportation  factors,  market  area, 
and  market  potential  all  need  to  be  incorporated  into  Phase  I. 
Market  restrictions  need  to  be  defined  and  potential  for 
market  access  need  to  be  assessed  in  order  that  a  joint  ven- 
ture could  be  developed  and  established. 

Phase  II,  not  a  part  of  this  report,  was  to  look  at  the  domestic 
components  of  the  entire  market. 

AMEC  Inc.,  when  submitting  its  proposal,  suggested  that  some 
emphasis  also  be  given,  as  part  of  Phase  I,  to  the  Middle  East,  especi- 
ally the  countries  of  Saudi  Arabia  and  Egypt.  This  idea  was  accepted 
by  the  Department  and  made  a  part  of  the  work  agreement. 


This  report,  then,  contains  the  findings  of  the  study  team.  In 
terms  of  identification  of  foreign  markets,  the  general  study  areas 
included  are  the  Asian  and  Pacific  Rim  countries  with  major  emphasis  on 
Japan,  but  also  including  Hong  Kong,  Singapore,  Taiwan,  Korea, 
Thailand,  Philippines,  Malaysia  and  Indonesia.  The  Middle  East 
countries  included  in  the  study  are  Saudi  Arabia,  receiving  the  major 
emphasis  and  Egypt,  which  receives  a  lesser  emphasis.  Some  other 
Arab  countries  are  mentioned   briefly. 

The  proposal,  while  covering  Phases  I  and  II,  made  it  clear  that 
Phase  II  would  not  be  implemented  until  the  Department  of  Agriculture 
had  an  opportunity  to  review  and  evaluate  Phase  I .  Written  authoriza- 
tion to  go  ahead  with  Phase  II  is  required.  Some  suggestions  regarding 
Phase   II   are  found  in  the  last  chapter. 

Soon  after  the  study  was  initiated,  it  was  mutually  agreed  by  the 
Department,  the  contractor  and  the  subcontractors  that  the  proposed 
trip  to  Japan  and  other  countries  should  not  be  conducted  during  the 
early  portion  of  Phase  I,  but  rather  be  delayed  until  the  draft  report 
had  been  submitted.  This  would  allow  the  travel  team  to  become  better 
informed  prior  to  the  visit.  This  way,  possible  problems  could  be 
avoided  and  a  more  profitable  itinerary  could  be  planned. 

It  is  the  feeling  of  the  contractor,  AMEC,  Inc.,  that  Phase  II 
decisions  should  be  delayed  until  after  the  visit  by  the  team  to  Japan. 
At  that  time,  Phase  II,  as  proposed,  should  be  re-evaluated  as  to  study 
content  and  if  appropriate,  restructured  and  redirected.  Phase  I  may 
well  cause  some  changes  to  occur  in  the  minds  of  the  Department  of 
Agriculture  officials,  not  so  much  as  to  whether  Phase  II  is  necessary, 
but  whether  at  the  onset,  it  was  properly  conceived  or  if  that  con- 
ception  has  been  changed   by  the  results  of  Phase   I. 


METHODOLOGY  AND  SUBCONTRACTORS 

Phase  I  does  not  entail  any  sophisticated  statistical  models  or  any 
other  type  of  technical  work.  The  contractor  and  the  subcontractors 
solicited  and  used  secondary  data  from  the  USDA,  the  U.S.  Meat  Export 
Federation  and  various  sources  from  the  countries  studied.  In  ad- 
dition, both  of  the  subcontractors  conducted  interviews  and  made 
observations  within  the  target  countries. 

The  report  contains  secondary  data  to  provide  information  on  such 
items  as  consumption,  production,  imports,  import  restrictions,  sources 
of  imports,  as  well  as  other  data.  In  addition,  the  subcontractors 
visited  with  numerous  people  involved  in  the  chain  of  meat  importation 
and  distribution  in  the  various  countries.  Generic  descriptions  of  many 
of  these  visits  are  incorporated  in  the  text  regarding  the  particular 
country.  Specific  comments  from  these  interviews  are  included  in  the 
text,   when  appropriate. 

Two  subcontractors  were  retained  for  this  project.  The  reason  for 
this  is  that  each  subcontractor  had  previously  done  a  considerable 
amount  of  work  in  each  of  the  two  study  regions  and  already  had 
contacts  with  individuals  and  business  leaders.  Because  of  their  know- 
ledge of  the  situation  and  their  existing  contacts,  their  involvement  in 
this  project  has  been  very  significant. 

Mr.  William  Anawaty,  ANARI,  Inc.,  Washington  D.C.,  specializes 
in  international  marketing  efforts,  with  emphasis  on  Japan  and  other 
Asian  countries.  While  in  Japan,  since  the  inception  of  the  study,  he 
visited  with  numerous  officials.  He  also  provided  the  contractors  with  a 
significant  amount  of  data  on  the  Pacific  Rim  countries.  His  work  was 
incorporated  with  other  data  collected  by  AMEC.  Much  of  Chapters  2, 
3    and    4    are    the   direct   result  of  Mr.    Anawaty's    research   and   writing. 

3 


The  other  subcontractor,  Dr.  Dennis  Winters,  Intermarket  Net- 
work Corporation,  Washington  D.C.,  also  specializes  in  international 
marketing.  His  emphasis  and  work  has  primarily  been  in  the  Middle 
East,  with  a  great  deal  of  it  in  Saudi  Arabia.  He  also  has  experience 
in  Egypt  and  several  other  countries.  He  also  has  been  in  Saudi 
Arabia  since  the  inception  of  the  project  and  conducted  numerous  inter- 
views with  government  officials,  importers,  hotel  executives  and  others 
in  the  meat  chain.  His  work  is  also  incorporated  directly  in  the  report, 
along  with  the  data  regarding  the  Middle  Eastern  countries.  His  work 
is  part  of  Chapters  5,   6  and  7. 

DATA   AND   DATA   SOURCES 

Each  of  the  subcontractors  submitted  written  reports  to  AMEC. 
After  preparing  a  detailed  outline,  AMEC  staff  incorporated  most  of 
each  of  those  reports  into  the  overall  study  outline  and  format.  In 
addition,  other  reference  sources  were  used  and  are  noted  in  the 
bibliography.      USDA  publications  were  widely  used  as   references. 

An  excellent  text,  BEEF  IN  JAPAN  -  POLICIES,  PRODUCTION, 
MARKETING  AND  TRADE  by  Dr.  John  W.  Longworth,  an  Australian 
economist  who  has  done  extensive  research  in  Japan,  was  also  relied 
upon.  Each  member  of  the  Montana  Department  of  Agriculture  trade 
team  should   read  this  book. 

The  U.S.  Meat  Export  Federation  published  an  excellent  study  in 
December  of  1984,  titled  THE  JAPANESE  BEEF  MARKET  -  A  STUDY  OF 
OPPORTUNITIES  FOR  MEF  MEMBER  FIRMS.  This  study  was  drawn  on 
for  some  of  the  data  and  information  contained  in  this  report.  Some  of 
the  figures  in  this  study  are  also  taken  from  that  report.  The  MEF 
study  is  also  recommended   reading. 
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Data  contained  within  this  report  are  presented  in  the  same  units 
as  they  were  presented  in  the  original  documents.  Therefore,  it  is 
important  to  recognize  the  units  in  the  various  tables  and  figures. 
Many  of  these  units  are  appropriate  to  the  country  in  question.  It  is 
important  to  understand,  as  market  promoters,  the  units  used  in  the 
various     countries.       Some    of    these    units    and    their    conversions    are: 

1   Metric  Ton   (MT)  =         2046.62  pounds 

1    Hectare  (Ha)  =         2.47  acres 

1    kilogram   (kg)  =         2.2046  pounds 

1   nautical  mile  =         6,076  feet 

$1  US  =  3.5  Saudi   Riyals  (recent) 

$1  US  =  230  Japanese  yen   (1980) 

$1  US  =  221   Japanese  yen   (1981) 

$1  US  =  249  Japanese  yen   (1982) 

$1  US  =  238  Japanese  yen   (1983) 

$1  US  =  238  Japanese  yen   (1984) 

$1  US  =  239  Japanese  yen  (September,   1985) 

Japanese  FY   is  April   1st  to  March  31st. 

ORGANIZATION  OF  THE  REPORT 
In  addition  to  this  introductory  chapter,  this  study  contains  eight 
more  chapters.  Chapter  2  covers  the  Japanese  beef  market.  This 
chapter  contains  statistics  as  well  as  discussion  relating  to  beef  in 
Japan.  Chapter  3  presents  data  and  information  on  beef  markets  for 
other  Pacific  Rim  countries.  Emphasis  is  on  Hong  Kong  and  Singapore 
but    also    included    are    Taiwan,     Korea,    Thailand,     Philippines,    Malaysia 


and  Indonesia.  Chapter  4  is  an  evaluation  and  strategy  for  marketing 
beef  to  the  Pacific  Rim  countries.  Again,  emphasis  is  on  Japan. 
Discussion   is  again  separated  by  region   in  this  chapter. 

The  study  shifts  to  Saudia  Arabia  in  Chapter  5  and  presents  an 
analysis  of  the  beef  market  in  that  country.  The  beef  markets  of 
Egypt  and  other  Middle  East  and  North  African  countries  are  discussed 
in   Chapter  6. 

Chapter  7  includes  evaluation,  strategy  and  recommendations  for 
marketing  beef  in  the  Middle   East. 

Chapter  8  presents  a  summary  of  the  activities  and  findings  of  the 
trade  team's  visit  to  the  Pacific  Rim. 

The  final  chapter  contains  overall  reactions  to  the  study,  and 
suggestions  for  consideration  in  planning  further  research. 


CHAPTER   2 
THE   JAPANESE   BEEF   MARKET 

INTRODUCTION 

Japan  is  currently  the  largest  customer  for  U.S.  beef  exports. 
Any  study  which  analyzes  the  potential  for  increasing  U.S.  exports  of 
beef  should  then  logically  begin  with  a  study  of  Japan.  Japan's  popula- 
tion numbers  almost  120  million,  which  is  almost  one-half  that  of  the 
U.S.  Yet  this  population  is  maintained  on  a  land  mass  consisting  of 
four  major  islands  that  measure  just  over  91  million  acres  (37  million 
hectares).  As  a  comparison,  Montana  contains  just  over  93  million 
acres.  This  makes  Japan  one  of  the  largest  and  most  compact  consumer 
markets  in  the  world.  Coupled  with  the  highest  rate  of  growth  of  real 
disposable  incomes,  among  economically  developed  countries  over  the 
past  15  years,  this  market  has  enormous  potential  for  increases  in  beef 
consumption.  This  is  especially  apparent  when  considering  that  the  per 
capita  consumption  of  beef  and  veal  has  almost  tripled  from  1965  to 
1982  --  yet  still  remains  less  than  12  percent  of  U.S.  per  capita  con- 
sumption  levels. 

The  underlying  reasons  for  the  increase  in  Japanese  beef  con- 
sumption go  beyond  increasing  real  per  capita  incomes.  The  primary 
impetus  of  the  change  is  based  on  an  overall  change  in  consumer  con- 
sumption habits.  The  eating  habits  of  the  traditional  farm  household 
society  have  changed  as  young  people  have  migrated  towards  cities.  In 
addition,    Japan    has   experienced    a    large    increase  in   both   single-member 


households  and  two-income  households.  This  has  resulted  in  additional 
disposable  income  per  household  and  an  increase  in  the  demand  for 
convenience  and  fast  foods.  The  Occupation  Authorities  use  of  wheaten 
products  after  World  War  II,  to  offset  severe  food  shortages,  also 
helped  to  "westernize"  Japanese  cuisine  and  has  contributed  to  the 
change  in   eating   habits. 

Other  factors  which  brighten  the  prospects  for  increased  U.S. 
beef  exports  to  Japan  include  the  limited  resource  base  that  Japan  has 
to  produce  beef  and,  especially,  forage  and  grain.  The  limited  land 
base  suitable  for  forage  production  constrains  the  output  of  feed. 
Therefore,  Japan  must  either  increase  imports  of  beef  products  or  grain 
for  feed  if  they  are  to  continue  to  satisfy  increasing  consumer  demands 
for  beef. 

A  final  reason  for  optimism  concerning  beef  exports  to  Japan  is 
created  by  the  current  trade  deficit  between  the  U.S.  and  Japan. 
Certainly,  this  trade  deficit  has  contributed  to  economic  woes  in  the 
United  States.  However,  increasing  pressure  to  try  to  reduce  this 
deficit  will  probably  be  placed  on  Japan  by  the  U.S.  government.  This 
should  help  to  open  Japanese  trade  barriers  to  a  variety  of  U.S.  com- 
modities,   including   beef. 

While  there  appear  to  be  reasons  for  optimism  concerning  the 
future  outlook  for  increasing  U.S.  beef  exports  to  Japan,  several 
negative  points  should  also  be  considered.  First,  many  point  out  that 
while  Japan's  real  Gross  National  Product  (GNP)  grew  at  an  annual  rate 
of  8  percent  or  better  during  the  1970's,  it  grew  at  only  3.3  percent  in 
1982  and  3.4  percent  in  1983.  Thus,  it  is  expected  that  real  per  capita 
disposable   income   will    not   continue   to   increase   as   fast   in    the    1980's  as 


it  did  in  the  1970's.  However,  the  Japanese  economy  did  recover  and 
record  an  increase  in  real  GNP  of  5.8  percent  in  1984.  It  is  estimated 
that  the  rate  of  growth  will   slow  in   1985  to  5.25  percent   [OECD]. 

Another  negative  factor  involves  the  current  friction  between  the 
Japanese  and  U.S.  governments  concerning  the  trade  of  agricultural 
commodities  between  the  two  countries.  On  the  surface,  the  source  of 
this  friction  may  be  mysterious.  After  all,  Japan  is  a  very  large 
market  for  food  imports  while  the  U.S.  has  a  large  surplus  of  agricul- 
tural commodities.  The  two  countries  are  both  democracies  with  very 
good  diplomatic  relations.  In  addition,  the  U.S.  imports  a  large  number 
of  a  variety  of  products  from  Japan.  Nonetheless,  a  great  deal  of 
friction  does  exist.  Therefore,  an  extensive  evaluation  of  the  reasons 
for  the  protectionist  attitudes  of  the  Japanese,  especially  towards  beef 
production,    is  critical. 

The  Japanese  domestic  livestock  industry  is  heavily  subsidized  by 
the  government,  primarily  through  import  quotas  but  also  via  direct 
incentives  to  beef  producers.  The  desire  for  the  protection  of  domestic 
Japanese  agriculture  is  both  socially  and  politically  motivated.  Many  of 
the  country's  older  citizens  still  recall  the  very  real  food  shortages 
which  occurred  just  after  World  War  II.  Given  that  Japan  is  an  "island 
nation"  with  limited  agricultural  resources,  there  is  an  intense  desire  to 
protect     domestic    agriculture    and    move    towards    food     self-sufficiency. 

The  political   aspects  of  agricultural   protectionism  are  founded   in  the 
Liberal    Democratic    Party    (LDP)    which    has    been    in    power    since    1955. 
At    that    time,     Japan    was    primarily    a    rural    nation    and    the    LDP    drew 
much   of   its    support   from    rural    citizens.      Even   though    Japan  has  since 
moved    towards    an    urbanized    society,    many   of  the    rural    attitudes    have 


followed  the  migration  to  the  cities.  Perhaps  more  importantly,  the 
Japanese  electoral  system  of  allocating  parliamentary  seats  heavily 
favors  rural  constituencies.  In  addition,  many  urbanites  are  also 
part-time,  weekend  farmers  and  maintain  a  direct  connection  to  agricul- 
ture. Certainly,  the  level  of  support  for  agriculture  could  not  be 
maintained  if  it  were  not  for  a  majority  consensus  of  both  farmers  and 
urban  dwellers  that  these  procedures  were  in  the  best  interest  of  Japan 
[Castle,    Hemmi,   and  Skillings]. 

A  final  point  concerns  the  critical  view  that  health  and  government 
officials  have  taken  towards  the  per  capita  increase  in  fat  consumption 
relating  to  beef.  Already,  many  Japanese  consumers  have  begun  to 
purchase  pork  in  place  of  beef.  However,  contradictory  to  this  notion, 
the  Japanese  continue  to  place  high  premiums  on  overly  fat  (by  western 
standards)  beef  carcasses.  Much  of  this  has  to  do  with  Japanese 
dining  habits. 

All  of  these  topics  are  critical  to  an  effective  evaluation  of  the 
potential  for  marketing  beef  in  Japan.  Therefore,  each  of  these  topics 
will   be  discussed  in  detail   in  the  remainder  of  this  chapter. 

JAPANESE   BEEF   CONSUMPTION 
History 

The  Japanese  have  a  long  history  of  being  a  vegetarian  and  fish 
eating  society.  The  eating  of  meat  was  prohibited  for  more  than  a 
thousand  years  prior  to  the  middle  1800's.  The  religious  influence  of 
Buddhism  was  primarily  responsible  for  this  ban,  especially  during  the 
Edo  Period  (1603-1867).  In  addition,  economic  factors  supported  the 
ban  because  draught  animals  were  needed  to  till  the  soil. 
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After  the  Meiji  Restoration  of  1868  the  new  Japanese  leaders  lifted 
the  official  ban  on  beef  consumption.  This  was  seen  partly  as  a  move 
to  try  to  "westernize"  Japan  and  partly  as  a  subtle  means  to  reduce  the 
influence  of  Buddhism.  Although  the  ban  was  lifted  in  1868,  per  capita 
meat  consumption  remained  very  low  over  the  next  100  years.  This  was 
probably  the  result  of  lingering  religious  taboos  and  the  desire  of  some 
Japanese  to  repel  westernization.  Economically,  the  continued  use  of 
animals  for  draught  purposes  contributed  to  low  beef  supplies.  The 
resulting  high  price  of  beef  caused  it  to  be  affordable  only  to  the  rich 
and,   therefore,   considered  a  luxury  item. 

The  1950's  were  characterized  by  an  increase  in  farm  mechanization 
and,  subsequently,  a  decrease  in  the  need  for  draught  animals  which 
increased  the  supply  of  beef  for  consumption.  In  addition,  the  eco- 
nomic boom  caused  by  the  Korean  War  increased  per  capita  disposable 
incomes  and  allowed  beef  to  be  affordable  to  more  individuals. 

The  movement  of  the  Japanese  from  an  agrarian  to  an  urban  soci- 
ety has  also  changed  eating  habits.  An  increasing  number  of  women, 
34  percent  of  the  total  1980  labor  force,  now  work  and  have  less  time  to 
prepare  home  cooked  meals.  The  traditional  extended  families  of  the 
pre-war  years  have  continued  to  dissipate  and  have  caused  an  increase 
in  single  member  households.  Many  of  these  changes  have  been  experi- 
enced in  the  U.S.  and,  like  the  U.S.,  have  caused  an  increase  in  the 
demand  for  convenience  foods.  Japanese  families,  like  their  U.S. 
counterparts,  are  increasingly  consuming  meals  away  from  home 
[Longworth] . 
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Japanese  Demand  for  Beef 

The  average  Japanese  diet  has  moved  gradually  from  its  ancient 
and  traditional  base  of  rice  and  other  highly  starched  foods  to  a  more 
diversified  diet.  This  is  evidenced  by  viewing  the  protein-fat- 
carbohydrate  ratio  for  Japan  over  the  1960-1980  period.  In  1960,  the 
Japanese  diet  consisted  of  12.1  percent  protein,  11.5  percent  fat,  and 
76.4  percent  carbohydrates.  In  1980,  these  ratios  have  been  altered  so 
that  the  average  diet  consists  of  12.9  percent  protein,  25.1  percent  fat, 
and  62.1   percent  carbohydrates. 

Figure  2.1  shows  that  an  increasing  amount  of  total  caloric  intake 
has  come  from  the  consumption  of  livestock-based  foods.  Naturally, 
any  such  dietary  changes  have  occurred  slowly,  but  there  is  a  dis- 
cernible trend  nonetheless. 

In  Figure  2.1,  the  category  entitled  livestock  products  include 
meats,  eggs,  and  milk  and  dairy  products.  Table  2.1  shows  that  among 
those  sub-categories,  meat  itself  has  shown  the  largest  gain  over  the 
past  20  years. 

Table  2.1  Per  Capita  Intake  of  Protein  in  Japan  1965-1982 


Meats 

Eggs 

Milk  & 

Dairy 

Year 

Grams 

Percent 

Grams     Percent 

Grams 

Percent 

1965 

3.5 

4.7 

4.0 

5.4 

3.0 

4.1 

1970 

6.0 

7.9 

5.2 

6.8 

4.0 

5.2 

1975 

8.5 

10.7 

4.9 

6.2 

4.2 

5.3 

1980 

11.3 

14.0 

5.1 

6.3 

4.9 

6.1 

1982 

11.5 

14.2 

4.9 

6.0 

5.2 

6.4 

Source:      "Statistics  on  Supply  and  Demand  for  Foods" 

Japanese    Ministry    of    Agriculture,     Forestry,     and     Fisheries 
[MAFF]. 
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Figure  2.1  Per  Capita  Daily   Intake  of  Calories 

(Japan  Avg:      2,592  cal) 

Source:       "Statistics  of  Supply  and   Demand  for   Foods" 

Japanese  Ministry  of  Agriculture,    Forestry,   and 
Fisheries    [MAFF]. 
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The  number  of  grams  of  protein  obtained  from  meat  consumption 
has  more  than  tripled  over  a  20-year  period,  whereas  egg  and  milk/ 
dairy    protein    consumption    has    remained   relatively  constant  (Table  2.1). 

Table  2.2  shows  the  overall  source  of  protein  in  the  Japanese  diet, 
considering  all  foods.  The  category  of  meat  constitutes  14.2  percent. 
The  remaining  85.8  percent  of  the  protein  intake  comes  from  fish 
protein  and  vegetable  protein  in  preponderant  amounts,  along  with  eggs 
and  milk. 

Table  2.2  Protein  Sources  in  the  Average  Japanese  Diet 

Source  Percent 


Meat  protein 
Egg  protein 
Milk/dairy  protein 
Fish   protein 
Vegetable  protein 


14 

.2 

6 

,0 

6 

.4 

21 

3 

51 

=  9 

Total  99.8 


In  1982,  the  average  Japanese  ate  only  12.3  pounds  of  beef  per 
year  compared  with  106.4  pounds  per  year  for  the  average  American 
(Table  2.3).  The  table  also  illustrates  that,  over  the  past  20  years,  as 
the  Japanese  nation  has  increased  its  per  capita  income,  the  con- 
sumption of  pork  and  chicken  has  risen  considerably  faster  than  the 
consumption  of  beef  and  veal.  Pork  consumption  more  than  tripled 
during  that  time,  and  chicken  consumption  more  than  quadrupled, 
whereas  beef  consumption  did  not  quite  treble.  It  is  interesting  to  note 
that  chicken  consumption  in  the  U.S.  also  increased  much  faster  than 
beef  consumption  during  the  same  period. 
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Table  2.3  Per  Capita  Yearly  Consumption  of  Meat  and   Fish   in  Japan 

and    the    United    States,     in     pounds,     carcass    equivalent 


Country/Product 

1965 

1970 

1975 

1980 

1982 

Japan 

Beef  and  Veal 

4.4 

6.6 

7.9 

11.0 

12.3 

Pork 

9.5 

16.5 

22.9 

30.4 

30.0 

Chicken 

5.5 

10.6 

15.2 

22.0 

23.8 

Fish 

44.3 

47.8 

58.0 

56.7 

54.0 

U.S.A. 

Beef  and   Veal 

104.7 

116.4 

122.9 

105.2 

106.4 

Pork 

67.2 

72.6 

55.4 

73.5 

62.7 

Chicken 

33.4 

40.4 

40.1 

50.1 

53.2 

Fish 

14.2 

15.8 

16.4 

16.9 

16.4 

Sources:  Japan:  "Statistics  on  Supply  and  Demand  for  Foods" 
Ministry  of  Agriculture,  Forestry  &  Fisheries  [MAFF] 
U.S.A.:      "Agricultural   Statistics,"    [USDA,    1983] 


Thus,  from  both  a  dietetic  and  historical  perspective,  the  Japanese 
do  not  regard  beef  as  a  staple  in  their  diet.  Where  it  is  used  in  ordi- 
nary diet,  it  is  often  a  supplemental  food  or  side  dish,  and  many 
Japanese  still  regard  it  as  a  luxury  item  for  special  occasions.  Yet 
beef  consumption  per  capita  has  grown  steadily,  as  have  household 
expenditures  on  beef.  Column  C  of  Table  2.4  indicates  that  nominal 
household  expenditures  for  beef  have  risen  steadily  since  1963  with  the 
exception  of  1982-83,    when  a  slight  decline  was   recorded. 

These  trends,  fueled  in  part  by  the  westernization  of  the  Japanese 
diet,  do  not  reflect  the  volume  of  restaurant  served  meals,  or  the 
fast-food  and  franchised  chain  food  phenomenon  that  attracts  Japanese 
young  people  in  particular.  Both  of  these  factors  suggest  the  enhance- 
ment   of   meat   consumption.      Over   time,    therefore,    these   trends   can    be 
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expected    to    produce    a    moderately    growing    consumption    of   beef   among 
Japan's  120  million   people. 


Table  2.4  Annual     Nominal     Expenditures     Per     Household,     in    yen, 

1963-1983 


PERSONS 

FRESH 

PER 

FOOD 

MEAT 

(B/A) 

BEEF 

(C/A) 

YEAR 

HOUSEHOLD 

(A) 

(B) 

(percent) 

(C) 

(percent) 

1963 

4.30 

195,784 

12,205 

6.23 

4,920 

2.51 

1973 

3.91 

459,188 

41,149 

8.96 

12,951 

2.82 

1974 

3.90 

570,098 

49,640 

8.71 

15,753 

2.76 

1975 

3.89 

649,887 

58,561 

9.01 

18,566 

2.86 

1976 

3.84 

714,007 

66,518 

9.32 

21 , 502 

3.01 

1977 

3.82 

757,669 

68,731 

9.07 

22,883 

3.02 

1978 

3.83 

789,832 

71,145 

9.01 

25,661 

3.25 

1979 

3.83 

816,397 

72,094 

8.83 

26,813 

3.28 

1980 

3.82 

867,393 

74,840 

8.63 

28,313 

3.26 

1981 

3.79 

894,217 

76,409 

8.54 

29,171 

3.26 

1982 

3.78 

925,164 

79,220 

8.56 

30,978 

3.35 

1983 

3.76 

935,516 

77,683 

8.30 

30,426 

3.25 

Source:       Prime  Minister's  Office,    Statistics   Bureau 

Annual    Report  on    the    Family    Income   and    Expenditure   Survey 
Note:  Column    (B)    —    Fresh    Meat    --    includes    beef,    pork,    chicken, 

fish,    and  shellfish. 


By  contrast,  Japanese  Government  literature  has  lately  noted  tha 
the  pace  of  increasing  beef  consumption  has  leveled  off;  primarily 
noting  the  decline  between  1982  and  1983.  It  speculates  that  this  is  the 
result  of  having  reached  an  "ideally  balanced"  national  diet  and  from  a 
leveling  off  of  the  country's  economic  growth  from  the  torrid  increases 
of  past  years. 

For   example,    Japan's    Agricultural    Policy    Research    Center  had  this 
to  say  in   Perspectives:      Japan's   Beef  Market: 
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"In  recent  years,  between  1976  and  1981,  beef  consumption 
increased  39.0  percent,  while  per  capita  consumption  rose 
from  9  to  11  pounds.  However,  consumption  of  beef  is  not 
expected  to  continue  to  increase  at  such  rates,  because  the 
economy  in  Japan  is  slowing  down  and  Japanese  already  get 
sufficient  nutrition  from  other  sources.  In  addition,  the 
Japanese  medical  profession,  nutritionists,  and  general  public 
are  increasingly  concerned  about  the  effects  of  a  diet  high  in 
animal  fats.  Also  there  is  increasing  opinion  that  it  is  not 
necessarily  desirable  for  Japan  to  emulate  the  western  diet 
both   in  quantitative  and  qualitative  terms." 

Notwithstanding  such  disclaimers  from  the  Japanese  Government, 
the  consumer  market  growth  in  Japan  for  the  foreseeable  years,  espe- 
cially in  food  items,  seems  to  justify  a  substantial  interest  in  and  dedi- 
cation of  resources  to  the  Japanese  beef  market  by  U.S.  beef  ex- 
porters. 

Projections  of  future  consumption  will  be  discussed  in  a  following 
section . 


Japanese  Beef  Market 

It  is  important  to  understand  the  type  of  beef  demanded  by  con- 
sumers. The  Japanese  beef  market  can  be  delineated  into  three  major 
segments.  About  5  percent  of  the  Japanese  beef  market  consists  of 
Super  Grade  beef.  This  type  of  beef  includes  the  production  from  the 
native  "Wagyu"  breed;  also  called  "Kobe,"  "Matsusaka,"  and  "Omi"  after 
the  three  primary  areas  of  Japan  which  produce  high  quality  beef. 
Some  of  the  best  cuts  of  U.S.  beef  are  also  considered  Super  Grade. 
Most  of  this  type  of  beef  is  consumed  through  first  class  restaurants 
and  hotels.  Considered  a  luxury  item,  this  product  can  sell  for  as 
much  as  $120  per  kg  (or  $54  per  pound).  It  is  relatively  price  in- 
elastic, i.e.  increases  in  price  cause  only  small  reductions  in  the 
quantity    demanded    for    this    product.       However,    as    real    incomes    have 
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increased,  the  demand  for  this  type  of  beef  has  also  increased.  This 
indicates  that  the  income  elasticity  of  demand  for  this  product  is  quite 
high.  1 

The  second  market  segment,  approximately  65  percent,  is  classified 
as  Popular  Beef.  This  segment  of  the  market  has  expanded  the  most 
rapidly  over  the  past  decade.  During  the  expansionary  process,  the 
Popular  Beef  category  has  drifted  into  two  subcategories.  The  upper 
end  of  the  Popular  Beef  segment  is  considered  High  Quality  (HQ)  beef. 
The  HQ  beef  market  is  composed  of  imported  frozen  and  chilled  beef 
from  the  U.S.  and  Kobe  beef  which  fails  to  make  the  Super  Grade 
classification.  The  distinction  between  the  better  quality  HQ  beef  and 
Kobe  beef  has  become  increasingly  blurred.  HQ  beef  also  tends  to  be 
relatively  price  inelastic. 

The  second  subcategory  of  Popular  Beef  contains  the  middle  and 
lower  end  of  that  main  category  and  retains  the  name  of  Popular  Beef. 
This  lower  quality  beef  consists  of  beef  from  the  Japanese  dairy  herd, 
primarily  fattened  steers,  and  some  of  the  Australian  grass  fed  beef. 
This  subsection  of  Popular  Beef  competes  closely  with  pork  and  chicken 
as  a  source  of  meat  protein. 

The  third  classification  of  Japanese  beef  is  Processed  Beef  which 
comprises  about  30  percent  of  the  market.  Undesirable  cuts  from  better 
quality  carcasses,  Australian  beef,  cull  dairy  cows,  and  imported  edible 
offals  are  the  major  sources  for  this  category  of  beef.  Processed  Beef 
has  high  cross-price  elasticities  with  pork,  mutton,  and  horse  meat  in 
the  processed  market.  That  is,  these  products  are  all  highly  price 
competitive  with  one  another.  The  direct  price  elasticity  of  demand  is 
also   quite   high  which   indicates  that  consumption   is   relatively   responsive 
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to   price   changes.      Figure   2.2    illustrates  these  three  primary  categories 
of  beef. 


5%       Super  Grade  "Kobe  Beef"        from  native 

Beef  "Matsusaka"        Wagyu  breed 

"Omi" 
Some  U.S.    cuts 


High  Quality  Including      frozen      and      chilled 

Beef  beef       imported       from       U.S.A. 


65%     Popular  Beef 


Popular  Beef  From      Japanese      dairy      cattle; 

this      segment     has     shown      the 
highest     growth     in    consumption 

30%     Processed   Beef  Includes       Australian      grass-fed 

beef  (frozen). 
Competing   products  include 
pork,    lamb. 


Figure  2.2  Primary    Market    Segments    of    the    Japanese    Beef    Market 

Japanese  Beef  Cuisine 

An  understanding  of  the  Japanese  beef  cuisine  and  preparation  is 
essential  to  fully  comprehend  the  demand  for  beef  by  Japanese  con- 
sumers. Traditionally,  beef  was  used  very  sparingly  in  Japanese 
dishes.  Even  today,  the  Japanese  use  beef  differently  than  most 
Western  cultures. 

The  most  common  form  of  beef  purchases  by  consumers  is  in  wafer- 
thin  slices.  Normally,  beef  is  first  frozen  and  then  thinly  sliced  by 
machine.  These  slices  are  used  in  a  variety  of  dishes  including  suki- 
yaki  and  shabu-shabu.  Many  of  these  dishes  are  cooked  at  or  near  the 
dining  table.  The  cooking  normally  involves  boiling  or  broiling  these 
slices. 
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The  Japanese  are  famous  for  demanding  highly  marbled  beef.  The 
reasons  for  this  are  twofold.  First,  when  prepared  in  the  above 
manner,  wafer-thin  slices  of  unmarbled  beef  become  leathery.  Second, 
unmarbled,  grass-fattened  beef  gives  off  an  odor  when  boiled  near  the 
dining  area  that  the  Japanese  consider  offensive. 

However,  since  the  1970's  the  lower  quality  popular  beef  market 
segment  has  grown  considerably.  This  is  a  reflection  of  a  change  in 
Japanese  cooking  styles.  The  Japanese  have  increasingly  begun  to 
prepare  beef  on  grills  and  barbeques,  as  hamburger  dishes,  and  stews. 
Currently,  20  to  25  percent  of  all  beef  is  consumed  as  hamburger  in 
Japan.  These  forms  of  preparation  do  not  require  the  high-priced, 
highly  marbled  beef  described  above. 

JAPANESE   BEEF   PRODUCTION 
History 

Only  about  13  percent  of  the  total  Japanese  land  area  is  suitable 
for  crop  production.  Yet,  Japanese  agriculture  has  been  able  to  pro- 
duce enough  rice  to  allow  for  significant  rice  exports  each  year,  even 
though  government  diversion  programs  attempt  to  reduce  the  number  of 
acres  planted  to  rice.  The  Japanese  climate,  soils,  and  infrastructure 
are  suited  to  rice  production.  This  is  partly  because  a  major  emphasis 
was  placed  on  land  and  irrigation  development  during  the  Edo  Period 
(1603-1867). 

As  of  1871,  77  percent  of  the  Japanese  labor  force  was  engaged  in 
agriculture  and  Japan  was  a  poor,  rural  nation.  In  order  to  industrial- 
ize, the  Meiji  Government  encouraged  agricultural  production,  mainly 
rice,    in   order   to   obtain    a   cheap  food   supply.      In  addition,    since  Japan 
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all  but  prohibited  immigration,  this  new  policy  was  designed  to  en- 
courage agricultural  productivity  so  that  the  resulting  excess  labor 
could  be  used  for  industrial  development. 

As  of  1944,  the  labor  force  involved  in  agriculture  had  shrunk  to 
42  percent.  The  post-war  food  shortages  experienced  by  Japan  caused 
the  government  to  try  to  stimulate  agricultural  production.  The  Korean 
War  boosted  non-farm  incomes,  but  farm  incomes  lagged  behind.  In  re- 
sponse to  considerable  lobbying  efforts,  the  government  was  pressured 
into  further  support  of  farm  incomes. 

Around  1960,  the  change  in  dietary  demands  was  recognized  by 
the  government.  The  shift  away  from  rice  products  towards  wheat  and 
livestock  products  further  reduced  rice  producers'  incomes  and  caused 
Japan  to  be  less  self-sufficient  in  food  production.  Consequently, 
policy  has  been  designed  to  bolster  the  production  of  non-rice  grains 
and  livestock  products.  However,  since  Japan  has  a  comparative  dis- 
advantage in  the  production  of  these  commodities,  the  programs  have 
been  expensive. 

In  response  to  the  national  demand  for  meat  products,  the  govern- 
ment decided  in  the  early  1960's  to  increase  the  production  of  pork  and 
poultry  because,  at  that  time,  it  was  technically  impossible  to  import 
fresh  meat.  The  reasons  for  choosing  to  increase  pork  and  poultry 
production  over  beef  are  twofold.  First,  from  a  biological  standpoint, 
pigs  and  chickens  can  reproduce  in  a  shorter  time  period  than  cattle. 
Second,  they  are  more  efficient  at  converting  feedstuff s  to  protein. 
Therefore,  the  government  made  a  commitment  to  import  feedstuffs  to 
support  these  two  livestock  industries.  Although  the  major  emphasis  of 
this  policy  was  to  increase  poultry  and  pork  production,  both  beef  and 
dairy  cattle  production   received  attention  as  well. 
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While  Japan's  land  base  is  not  well-suited  for  beef  cattle  pro- 
duction, beef  production  has  tripled  over  the  past  20  years.  However, 
pork  and  poultry  production  has  increased  much  faster  than  beef  pro- 
duction. In  1980,  agriculture  represented  only  3  percent  of  Japan's 
Net  National  Product  (NNP).  Of  that,  livestock  products  contributed  30 
percent.  Of  the  30  percent  contribution  of  livestock  products,  beef 
production  accounted  for  only  10  percent.  Although  it  is  recognized 
that  beef  slaughtering  and  distribution  increases  the  impacts  of  beef 
production  on  NNP,  it  remains  a  minor  contributor  to  Japan's  economy. 
Currently,     less    than     10    percent    of    the    labor    force    works    on    farms. 

Domestic   Beef  Production 

Until  the  1950's,  beef  production  in  Japan  was  almost  non-existent. 
Beef  animals  were  kept  for  draught  purposes  and  their  offspring  were 
considered  a  side  benefit.  Rapid  mechanization  changed  the  role  of 
beef  cattle  from  draft  animals  to  a  consumer  good.  This  change  made 
the  costs  of  producing  a  feeder  calf  high,  once  the  use  of  the  brood 
cow  for  draught  purposes  was  obsolete.  This  prompted  the  government 
to  support  the  raising  of  feeder  cattle  in  an  attempt  to  maintain  the 
native  Wagyu  breed.  In  addition,  government  policies  attempted  to 
increase  the  average  size  of  livestock  operations  as  a  means  for  increas- 
ing efficiency.  Still,  herd  sizes  have  only  increased  from  two  or  three 
animals  to  seven  animals  per  beef  producing  family. 

Table  2.5  shows  that  the  number  of  beef  producers  in  Japan  has 
steadily  declined  over  the  past  25  years,  as  have  the  number  of  all 
farmers.       Today    there    are    about    325,000   beef   producers   countrywide. 
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Table  2.5  Number  of   Cattle    Farmers  and   Cattle  in  Japan,    1960-1983 


Beef  Cattle 

Farming 

Dairy 

Farming 

Head 

of  Beef  Cattl 

e 

Beef 

Head  of 

Beef 

Specialized 

Dairy 

Dairy 

Dairy 

Year 

Farmers 

Total 

Breed 

Breed 

Farmers 

Cattle 

(1,000 

■s) 

1960 

2,031.5 

2,340.0 

NA 

NA 

410.0 

824 

1965 

1,434.6 

1,885.8 

NA 

NA 

381.6 

1,289 

1970 

901.6 

1,789.0 

1,692.0 

97.0 

307.6 

1,804 

1975 

473.6 

1,857.0 

1,381.5 

475.5 

160.1 

1,787 

1980 

364.0 

2,157.0 

1,465.0 

692.0 

115.4 

2,091 

1981 

352.8 

2,281.0 

1,478.0 

803.3 

106.0 

2,104 

1982 

340.2 

2,382.0 

1,529.0 

852.5 

98.9 

2,103 

1983 

328.4 

2,492.0 

1,606.0 

885.8 

92.6 

2,098 

Source:       "Livestock   Statistics",    Ministry   of   Agriculture,    Forestry,    and 
Fisheries    [MAFF] 


The  total  number  of  beef  cattle  is  slightly  under  2.5  million  head, 
or  about  the  same  number  as  25  years  ago.  The  numbers  declined  from 
1960  to  1975  before  government  support  and  promotion  policies  helped 
build  the  herds  up  to  the  current  levels. 

These  beef  producers  are  found  in  many  prefectures  (states) 
throughout  Japan,  but  their  greatest  concentration  is  in  the  areas  of 
Kyushu  (Japan's  southern  island),  Hokkaido  (Japan's  northern  island), 
and  Tohoku.  As  one  would  expect  when  considering  the  small  size  of 
the  average  beef  herd,  much  of  the  feeding  and  beef  production  is  done 
by  hand.  Most  animals  are  kept  in  confinement  operations  their  entire 
life. 

The  cattle  being  raised  by  Japanese  beef  farmers  include  two 
types: 
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(1)  Wagyu  beef,  which  is  the  indigenous  variety  of  Japanese  beef 
cattle,     crossed    with    European    varieties    a    century    ago;    and 

(2)  Dairy  beef,  which  includes  the  male  and  some  female  calves  of 
dairy  breeds  which  are  fattened  for  beef,  along  with  cull 
cows  and  older,    unproductive  dairy  cows. 

Table   2.6   shows   the   Japanese   production   of   beef  from  these  types 
of  cattle  for  the  past  25  years. 


Table  2.6  Japanese    Domestic    Beef    Production    Data,    1960-1983,    in 

Carcass  Weight  Equivalent 


Wagyu    Beef 

D 

airy   Beef 

Veal 

Total 

Beef 

Year 

Total 

Steer 

Female 

Total 

Steer 

Female 

mports 

(1,000 

metric 

tons) 

1960 

111.5 

NA 

NA 

25.9 

— 

25.9 

5.0 

142.4 

5.8 

1965 

158.4 

59.4 

71.5 

50.2 

-- 

50.2 

7.6 

216.2 

15.4 

1970 

150.9 

65.9 

76.8 

118.5 

37.7 

80.8 

8.5 

278.0 

33.2 

1975 

130.4 

72.8 

53.1 

218.4 

107.3 

111.1 

3.9 

352.7 

64.2 

1980 

134.0 

76.7 

55.4 

281.8 

143.7 

138.1 

2.2 

415.8 

177.1 

1981 

134.4 

82.2 

50.5 

333.9 

172.2 

161.7 

2.4 

468.3 

176.6 

1982 

139.4 

84.5 

53.3 

335.8 

173.5 

162.3 

2.3 

478.7 

175.3 

1983 

158.0 

91.5 

64.8 

331.2 

170.1 

161.0 

2.3 

494.9 

196.5 

Source:       "Meat  Distribution  Statistics"     Ministry  of  Agriculture, 
Forestry,   and   Fisheries   [MAFF]. 


Significantly,  the  above  numbers  show  that  beef  production  from 
dairy  cattle  has  increased  steadily  and  dramatically  since  1960,  and  now 
accounts  for  two-thirds  of  the  Japanese  domestic  supply  of  beef.  The 
reason  for  this  increase  is  twofold.  First,  dairying  has  been  significant 
in    Japan    for   over   a   century   and    has    grown    in    response  to  an   increase 
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in  the  demand  for  dairy  products.  Until  the  1950's  most  male  calves 
were  destroyed  primarily  because  dairy  beef  was  considered  inferior  in 
quality  to  Waygu  beef.  However,  much  of  the  increase  in  demand  for 
popular  and  processed  beef  has  been  met  by  dairy  beef.  Secondly, 
dairy  steer  calves  have  helped  to  fill  the  void  caused  by  the  shortage 
of  Waygu  feeder  calves. 

In  recent  years  Japan  has  experienced  a  surplus  of  dairy  pro- 
ducts, primarily  because  of  a  high  retention  of  heifers  resulting  from 
government  incentives  and  relatively  high  profits.  However,  the  recent 
surplus  of  dairy  products  has  dampened  the  need  to  retain  heifers. 
Therefore,  a  larger  number  of  dairy  heifers  have  been  fattened  in 
recent  years. 

It  is  very  costly  to  raise  cattle  in  Japan.  Table  2.7  indicates  that 
it  is  2.0  to  2.8  times  more  costly  to  raise  cattle  in  Japan  than  in  the 
United  States.  The  reasons  include  the  higher  cost  of  feed  in  Japan, 
higher  Japanese  labor  cost  on  a  per  head  basis,  and  a  longer  period, 
about   32  months,    required  for  Japanese  cattle  breeds  to  reach  maturity. 

Table  2.8  illustrates  the  increasing  costs  of  producing  Waygu  beef, 
from  1979  to  1983. 

These  factors  imply  that  there  are  constraints  to  the  expansion  of 
domestic  supplies  of  beef  in  Japan.  Thus,  even  with  the  Japanese 
government's  protection  of  the  industry,  which  is  expected  to  be  exten- 
sive and,  indeed,  pervasive  for  the  distant  future,  there  are  opportuni- 
ties for  U.S.  beef  interests  to  position  themselves  to  participate  as 
suppliers  in  the  growing  Japanese  market. 
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Table  2.7  Comparative  Costs  of  Beef  Production,    1980. 

(230  yen  =  $1,    US) 


Japan U.S.  A 


Item 

Wagyu  Steer 

Dairy  Steer 

Steer 

Feeder-steer 

492.2 

297.6 

230.1 

Feed 

378.4 

332.3 

88.1 

Purchased  feed 

336.0 

311.6 

64.1 

Labor 

112.0 

52.2 

5.9 

Machines  and   Buildings 

28.6 

24.6 

9.5 

Vet  medicine 

6.5 

5.7 

2.0 

Others 

7.0 

4.8 

12.0 

Total 

1024.7 

717.2 

347.6 

Less  value  of  by-products 

40.3 

21.5 

-- 

Production  cost  (100%) 

984.4 

695.7 

347.6 

Source:       Ministry     of     Agriculture,      Forestry     and     Fisheries     of     Japan 
October  1983 

[Reprinted  from  U.S.   Meat  Exporters'   Federation   study, 
"The  Japanese  Beef  Market,"   December  1984.] 


In  fact,  imports  of  beef  are  used  by  the  Japanese  government 
precisely  for  the  purpose  of  adjusting  supply  and  demand  in  the  domes- 
tic marketplace.  When  domestic  supplies  are  low,  the  government  allows 
more  imports  to  enter  the  market.  When  domestic  supplies  cannot  keep 
up  with  demand,  as  has  been  the  case  in  recent  years,  the  beef  imports 
grow  steadily. 

For  the  long  term,  the  question  will  be  whether  the  Japanese 
government's  programs  to  subsidize  and  stimulate  domestic  production  of 
beef  will  in  fact  spur  enough  production  to  satisfy  domestic  demand. 
To  the  extent  it  cannot,  then  imports  have  a  solid  and  sustainable  role 
in  supplying  the  Japanese  domestic  beef  market. 
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Japanese   Beef  Prices 

The  Japanese  market  is  characterized  by  very  large  price  dif- 
ferentials between  the  super-grade  beef  and  the  processing-grade  beef, 
as  illustrated  in  Table  2.9.  The  numbers  in  parenthesis  indicate  the 
percentage  of  total  production  for  each  type  and  grade  of  carcass.  The 
table  shows  that,  on  average,  Wagyu  steer  carcasses  were  worth  over 
50  percent  more  than  dairy  steer  carcasses. 

Table  2.9  Wholesale  Prices  for  Beef  Carcass,    by  Grade 


Wagyu   Beef 

Dairy   Beef 

Total 

Grade 

Female                     Steer 

Female                   Steer 

¥/kg  ¥/kg  ¥/kg  ¥/kg 

Supreme  3,384  (   0.1)  2,841  (   0.4)  2,119   (   0.0)  --      (   0.0)  (  0.5); 

Superior  2,656   (   0.5)  2,487  (    1.0)  2,043   (    0.1)  1,853   (   0.0)  (  1.6) 

Excellent  2,262   (    1.8)  2,155  (   4.1)  1,662   (    1.0)  1,565   (   0.1)  (  7.0) 

Medium  1,814  (   4.3)  1,823  (11.1)  1,343   (   8.4)  1,304   (19.0)  (  42.8) 

Common  1,375   (   3.3)  1,467  (   4.4)  1,099   (14.3)  1,183   (15.7)  (  37.7)! 

Utility  1,010   (   0.6)  1,084  (   0.2)  859   (   8.6)  870   (    1.1)  (  10.51 

Ave(Tot)  1,829   (10.6)  1,957  (21.2)  1,112   (32.4)  1,258   (35.9)  (100.0) 


Source:       "Meat  Distribution  Statistics"     Ministery  of  Agriculture, 
Forestry,    and   Fisheries    [MAFF]. 

Note:  Wholesale  prices  are  based  on  the  average  prices  in  the 

Tokyo  market  at  the  end  of  1982  in  yen/kg.      Figures  in 
parentheses  indicate  that  grade's  percentage  in  the 
total   supply  of  graded   beef  carcasses. 


Japanese  Grading   Standards 

The  Japanese  grading  standards  for  carcass  beef  center  around 
the  amount  of  "sashi",  or  marbling  in  the  meat.  Although  there  has 
been  a  trend  to  place  less  emphasis  on  sashi  in  grading  beef,  it  remains 
a  strong  determinant. 
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Japanese  grading  standards  basically  consider  five  grades.  These 
grades  are  judged  on  a  basis  from  zero  to  five  points.  Allowances  are 
made  for  beef  considered  to  be  between  any  two  "whole"  numbers.  The 
top  grade  of  Japanese  beef  is  called  special  selection  or  super  grade, 
"tokusen",  and  requires  a  score  of  four  points  or  better.  The  next 
grade  is  choice,  "gokujo",  and  requires  a  score  of  three  or  better. 
The  1st  grade  "jo"  requires  a  score  of  two  or  better  while  the  2nd 
grade,  "chu",  requires  a  score  of  one  or  better.  The  3rd  grade 
"nami",  requires  a  score  of  zero  or  better.  Carcass  beef  scoring  lower 
than  zero  is  considered   under-regular  grade,    "togai." 

The  highest  quality  Japanese  beef,  "Kobe,"  is  usually  graded  as 
special  selection.  On  occasion,  very  high  quality  imported  beef  is  also 
considered  "Kobe"  beef.  Kobe  beef  is  usually  used  in  the  restaurant 
and  hotel  chains.  The  consumption  of  Kobe  beef  is  not  very  responsive 
to  price  changes. 

The  highest  quality  grass  fattened  beef  from  Oceania  would  score 
no  more  than  a  one  and  fall  into  the  3rd  grade.  Most  popular  beef  sold 
in  Japan  is  graded  in  the  2nd  grade  or  below.  This  type  of  beef 
consumption  tends  to  be  highly  responsive  to  changes  in  the  price  of 
substitute  goods    [Long worth]. 

In  comparing  pictures  of  beef  carcasses,  as  graded  by  Japanese 
standards,  to  pictures  of  carcasses  graded  by  U.S.  standards,  it  ap- 
pears that  prime  beef  in  the  U.S.  corresponds  to  Japanese  Super-Grade 
beef.  U.S.  choice,  yield  grade  #4,  #3,  #2  and  #1  corresponds  to 
Japanese  grade  choice,  1st  grade,  and  2nd  grade,  respectively.  U.S. 
good   grades  corresponds  to  Japanese  3rd   grades. 
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Table  2.10  compares  the  category-distribution  of  all  U.S.  beef 
graded  in  1984  against  the  counterpart  Japanese  grading  in  1981.  The 
U.S.  figures  are  for  all  beef  --  not  just  steers,  as  is  the  case  for  the 
Japanese  figures.  In  addition,  U.S.  grading  practices  bias  downward 
the  grades  for  U.S.  beef.  The  Japanese  assign  grades  to  their  carcass 
beef  by  inspecting  the  carcass  between  either  the  5th  and  6th  ribs  or 
the  7th  and  8th  ribs.  U.S.  beef  is  graded  between  the  12th  and  13th 
ribs.  Because  the  amount  of  marbling  declines  towards  the  rear  of  the 
animal,  the  Japanese  would  grade  an  animal  higher  than  the  same  animal 
would  be  graded  in  the  U.S.,  merely  because  of  the  point  of  inspec- 
tion. Nonetheless,  it  appears  that  a  larger  percentage  of  the  U.S.  beef 
herd  grades  into  higher  levels  on  the  Japanese  grading  standards  than 
does  the  Japanese  beef  herd. 


Table  2.10  Percent    of    Japanese    Beef    (1981)    and    U.S.     Beef    (1984) 

Falling   into  the  Various  Grades 


Japan,    1981  U.S.,    1984 

Steer  Beef  All   Beef 


Grades Percent Grades  Percent 

Special   Selection  (5+  and  4+)    1.78 

Choice  (3+)  4.90 

1st  Grade  (2+)  21.00 

2nd  Grade  (1+)  51.80 

3rd  Grade  (0+)  19.70 

Utility  0.40 


Prime  #3  and 

#1 

3.10 

Choice  #4 

4.90 

Choice  #3 

46.60 

Choice  #2 

41.30 

Good 

3.70 

Other 

0.50 

30 


JAPANESE  BEEF  IMPORTS 
Import  quotas  on  beef  have  been  the  main  tool  of  the  Japanese 
government  to  support  their  domestic  beef  industry.  The  import  quotas 
maintain  beef  prices  at  artificially  high  levels.  However,  some  imports 
are  allowed  in  order  to  satisfy  consumer  desires.  Beef  imports  into 
Japan    have    increased    consistently   over   a   25-year   period    (Table   2.11). 


Table  2.11  Volume  of  Japanese  Beef   Imports,    Selected   years 

1960-1983 


' Year Beef   Imports 

(1,000  tons,    carcass   wt.    equivalent) 

1960  5.8 

1965  15.4 

1970  33.2 

1975  64.2 

1980  177.1 

1981  176.6 

1982  175.3 

1983  196.5 

Source:       "Japan      Imports     and     Exports,"     Ministry     of     Finance,     1984. 

It  is  significant  to  observe  that,  even  when  Japanese  domestic  beef 
production  was  stimulated  in  the  1970's  to  restore  the  previous  levels  of 
production  of  Wagyu  beef,  this  did  not  cause  a  slackening  of  the  im- 
ports. It  is  anticipated  that  this  trend  will  continue,  both  because  of 
rising  domestic  demand  in  Japan  and  because  of  strong  political  pres- 
sures from  the  United  States  Government  upon  the  Japanese  Government 
to  liberalize  the  beef  market  further. 

Unfortunately,  U.S.  beef  exporters  are  not  getting  the  largest 
share  of  the  import  sales  into  Japan,    but  take  second   place  to  the 
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Australians.  A  more  detailed  look  at  3  recent  years'  import  statistics 
reveal  country  rankings  by  volume  of  imports  as  well  as  by  value 
(Table  2.12). 


Table  2.12 

Japanese 

Beef    lm| 

sorts    by 

Volume    and 

Value, 

1981-1983 

1981 

1982 

1983 

Country 

Tons 

$1,000 

Tons 

$1,000 

Tons 

$1,000 

Australia 

87,071 

257,899 

86,099 

240,076 

91,042 

273,055 

New  Zealand 

6,148 

22,740 

3,645 

12,881 

7,733 

25,876 

Mexico 

773 

3,532 

442 

1,903 

17 

59 

U.S. 

27,543 

114,056 

32,079 

137,956 

37,727 

145,866 

Canada 

1,959 

5,051 

69 

281 

231 

775 

Others 

152 

354 

360 

642 

792 

1,474 

Total 

123,646 

403,650 

122,694 

393,748 

137,542 

447,112 

Note:  Yen-dollar     exchange     rates    used    are    annual     average    rates: 

1981,   220.54;    1982,    249.05;    1983,    237.52. 

Note:  Tonnage    is    NOT    carcass    wt.    equivalent,     so    tonnage   figures 

do  not  match  those  shown  on   previous  table. 

Source:       Japanese    Ministry    of    Finance    statistical    Nos.    02.01-111,119, 
121,129,139 


On  the  other  hand,  the  U.S.  producers  are  leading  the  way  with 
respect  to  offal  imports  into  Japan.  The  Japanese  definition  of  offal 
includes  not  only  viscera  such  as  liver,  tongue,  heart,  and  the  like, 
but  also  diaphragm  meat  (hanging  tenders  and  outside  skirts).  Some  70 
percent  of  the  trade  is  diaphragm  meat,  which  is  reformed  into  steaks 
or  used  in  Japanese  style  Korean  barbecue.  Beef  offals  are  not  subject 
to  import  quotas  in  Japan,  so  they  represent  a  significant  area  of 
opportunity  that  the  Americans  have  been  swift  to  seize.  Table  2.13 
shows  that  the  U.S.  has  raised  its  tonnage  share  of  Japanese  offal 
imports  by  over  25  percent  over  the  three-year  period. 
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Table  2.13  Japanese   Beef  Offal    Imports   by   Volume  and   Value, 

1981-1983 


1981 

I 

1982 

1983 

Country 

Tons 

$1,000 

Tons 

$1,000 

Tons 

$1,000 

New  Zealand 

2,860 

7,282 

2,524 

7,517 

2,846 

5,915 

Australia 

7,190 

19,230 

6,520 

21,116 

5,715 

12,799 

U.S. 

39,686 

151,873 

43,291 

176,748 

50,301 

157,987 

Canada 

2,451 

9,168 

2,860 

12,335 

2,373 

7,044 

Others 

151 

231 

120 

333 

89 

84 

Total 

52,338 

187,798 

55,315 

218,057 

61,324 

183,833 

Source:       Japanese  Ministry  of  Finance. 

In  terms  of  tonnages  of  regular  beef,  the  Australians  have 
garnered  66.2  percent  of  the  Japanese  import  market  as  compared  to  the 
Americans'  27.4  percent.  However,  since  1978,  the  Australians  have 
lost  11  market  share  points,  while  the  Americans  have  gained  15. 
Moreover,  if  offal  imports  are  accumulated  with  tonnages  of  regular 
beef,  the  American  producers'  share  of  the  import  market  in  Japan  leapt 
to  44  percent  in  terms  of  tonnage  and  48  percent  in  terms  of  value  in 
1983. 

From  a  Japanese  perspective,  the  "beef  import  penetration"  level  is 
28  percent,  meaning  that  imports  from  all  sources  supply  about  28  per- 
cent of  the  Japanese  domestic  market.  This  level  has  registered  in  the 
high  20's  since  reaching  peaks  of  31  percent  in  1976  and  1979.  The 
Japanese  government  appears  willing  to  tolerate  the  current  level  of 
penetration,  but  at  all  costs  wants  to  assure  that  Japan's  food  self- 
sufficiency  ratio  does  not  drop  too  low. 
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U.S.  beef  exports  to  Japan  accounted  for  over  $320  million  in  sales 
in  1984,  a  figure  that  has  doubled  over  a  three-year  period.  (Table 
2.14). 

Table  2.14  Value  of  U.S.    Beef  Exports  to  Japan,    1971-1984. 


Beef 
Year Fresh,    chilled,    and  frozen 


(millions  of  dollars) 


1971  1.5 

1972  2.0 

1973  35.0 

1974  17.8 

1975  26.3 

1976  42.2 

1977  52.4 

1978  95.8 

1979  129.1 

1980  131.1 

1981  155.9 

1982  230.0 

1983  251.3 

1984  320.5 


Source:       USDA     "East     Asia     Outlook     and    Situation     Report"     May    1985 

THE  JAPANESE  BEEF  IMPORT  SYSTEM 
The  Japanese  beef  import  system  is  essentially  politically  inspired. 
It  grows  not  only  from  legitimate  national  security  concerns  about 
national  food  self-sufficiency,  but  often  from  less  legitimate  demands  of 
rural  political  supporters  of  the  Liberal  Democratic  Party  (LDP), 
Japan's  ruling  party.  The  political  strength  of  beef  producers  is 
derived    not  only   from   their   numbers    but   also  from  their  close  ties  with 
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dairy  farmers  and  with  the  agricultural  community  in  general,  through 
the  All-Agricultural  Cooperative  Association.  Even  rice  farmers  in 
Japan  find  sufficient  reason  to  support  beef  farmers'  demands,  on 
grounds  that  any  step  away  from  agricultural  protection  of  any  kind  is 
the  first  step  down  a  slippery  slope  leading  to  abolition  of  rice  sub- 
sidies. 

The  beef  producers'  web  of  political  interests  finds  basic  support 
in  the  public  sympathy  for  farmers  in  general,  and  specifically,  for 
agricultural  protectionism.  The  public  is  easily  moved  by  its  fear  of 
Japan's  fragility  as  an  "island  nation"  dependent  upon  nature  and 
outside  resources  for  its  survival.  Consequently,  there  is  little  con- 
sumerism in  Japan,  and  an  unusual  tolerance  among  consumers  for  very 
high,    subsidized  meat  prices. 

Thus,  the  overall  environment  is  one  of  governmental  manipulation 
of  the  beef  producing  and  marketing  industries  for  the  benefit  of  domes- 
tic beef  producers.  Imports  of  beef  play  only  an  incidental  role  in  the 
grand  scheme  of  protecting  the  domestic  industry.  That  is,  imports  are 
designed  to  help  balance  the  supply  and  demand  factors  so  as  to  assure 
stable  prices  at  a  support  level  that  will  foster  the  continuation  of  the 
domestic  industry. 

The  government  in  many  subtle  and  not  so  subtle  ways  discourages 
people  from  buying  foreign  beef.  Television  ads  commonly  warn  of 
hormones  in  foreign  meats.  A  poster  hanging  in  one  industry  execu- 
tive's office,  printed  and  distributed  by  the  Ministry  of  Agriculture, 
Forestry,  and  Fisheries,  asks:  "Are  Foreign  Meats  Safe  to  Eat?" 
These  items  are  mentioned  as  flavoring  on  top  of  an  already  formidable 
import   regulatory  scheme. 
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That  the  Government's  purpose  is  to  build  the  domestic  cattle 
industry  is  nowhere  more  evident  than  in  the  1983  amendments  to  the 
"Law  Concerning  the  Promotion  of  Dairy  Farming  and  Beef  Cattle  Farm- 
ing" [Japan  Law  Letter].  The  objectives  of  those  amendments  are  to 
promote  modernization  of  beef  cattle  farming;  to  respond  to  the  demand 
for  beef,  which  the  Government  regards  as  "steadily  rising";  and  to 
supply  domestically  as  much  as  possible  on  the  basis  of  rational  domes- 
tic production. 

A  discussion  of  the  beef  import  system  is  separated  into  the  follow- 
ing five  sections:  (1)  price  stabilization,  (2)  quotas,  (3)  public  bid- 
ding, (4)  other  methods  and  (5)  simultaneous  bidding.  Following  these 
five  sections  is  a  discussion  of  the  organization  of  the   LI  PC. 


Price  Stabilization 


The  Government's  mechanism  is  a  carefully  prescribed  price  stabili- 
zation and  quota  system,  first  enacted  in  1961  in  the  "Law  Concerning 
Price  Stabilization  of  Livestock  Products."  Beef  became  a  "designated 
meat"  for  price  stabilization  in   1975. 

The  upper  and  lower  stabilization  price  is  set  by  both  the 
Ministry  of  Agriculture,  Forestry,  Fisheries  (MAFF)  and  the  Ministry  of 
International  Trade  and  Industry  (MITI).  The  two  groups  apply  a 
formula,  shown  in  Figure  2.3,  embracing  base  period  selling  prices, 
production  costs,   and   supply-demand  factors  and  projections. 

The  process  is  completed  before  the  start  of  each  fiscal  year,  and 
after  hearing  the  opinions  and  views  of  the  Livestock  Industry  Pro- 
motion Council,   consisting  of  producers,   consumers,   and  experts. 
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In    May    the    Agriculture    Ministry    announced    the    price   stabilization 
levels   (upper  and   lower)  for  the  first  half  of  FY  1985  as  follows: 
Wagyu  Steer:      1,400  yen  per   kilogram   (lower) 

1,820  yen   per  kilogram  (upper) 
Other  Steer:       1,120  yen   per  kilogram   (lower) 

1,455  yen   per   kilogram   (upper) 


These    stabilization    prices    have   stayed   the   same   since   1982   (Table 


2.15) 


Table 

2.15           Upper     and 

Lower    Stabilization     Price 

of 

Japanese    Beef 

Wagyu,   steer 
Carcass 

Other,    steer 
Carcass 

Fiscal 
Year 

Lower 
Stabilization 
Price 
(yen/kg) 

Upper 
Stabilization 
Price 
(yen/kg) 

Lower 
Stabilization 
Price 
(yen/kg) 

Upper 
Stabilization 
Price 
(yen/kg) 

1975 

1,143 

1,518 

930 

1,236 

1976 

1,240 

1,647 

1,009 

1,341 

1977 

1,303 

1,730 

1,061 

1,408 

1978 

1,303 

1,730 

1,061 

1,408 

1979 

1,303 

1,730 

1,061 

1,408 

1980 

1,357 

1,763 

1,105 

1,435 

1981 

1,399 

1,817 

1,118 

1,452 

1982 

1,400 

1,820 

1,120 

1,455 

1983 

1,400 

1,820 

1,120 

1,455 

1984 

1,400 

1,820 

1,120 

1,455 

1985 

1,400 

1,820 

1,120 

1,455 

Source:       AAF     Magazine,      May     1985     (Japanese-language     magazine     of 
MAFF,   monthly) 
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The  proceedings  of  the  MAFF  committees  and  the  Livestock  In- 
dustry Promotion  Council  are  described  in  detail  in  the  May  1985  issue 
of  the  Japanese-language  AAF  magazine  of  the  MAFF  (translated  in  full 
in  Appendix   A). 

Wholesale  market  prices  have  stayed  within  the  targeted  stabiliza- 
tion range  every  year  except  1979  as  indicated  in  Figure  2.4.  That 
year,  excessive  wholesale  prices  caused  the  government  to  authorize  the 
release  of  additional  imports  into  the  market,  which  produced  a  con- 
sequent drop  in  prices  back  down  to  within  the  stabilization  range. 
The  relative  supply,  demand,  and  import  tonnage  for  1975-1983  are 
presented  in  Table  2.16.  The  table  shows  that  imports  of  beef  have 
been  increasingly  necessary  to  keep  the  price  within  the  stabilization 
range  in  recent  years.  This  may  be  the  result  of  non-economic  factors 
such  as  the  continued  pressure  from  the  U.S.  government  for  Japan  to 
open  its  beef  market.  Figure  2.5  illustrates  the  prices  for  wholesale 
Waygu  and  dairy  beef  carcasses  as  well  as  retail  prices  in  Tokyo  for 
the  years  1975-1983. 

Table  2.16  Supply-Demand   Relations  of  Beef,    1975-1983 


Demand  and 

Supply  1975        1976        1977        1978        1979        1980        1981        1982        1983 


Demand  293 

Domestic  beef       235 
Imported   beef        66 


1000  Tons 

321 

353 

394 

410 

423 

442 

477 

- 

216 

260 

284 

302 

333 

338 

338 

353 

99 

97 

107 

139 

124 

121 

139 

146 
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price 
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1,600  .. 


1,500  ,. 


Imported   beef 
Volume   of  sa 

(thousand   ton 


..     U 


the  upper 

stabilization 

price 


..      120 


1,400  .- 


1,300 


1,200-- 
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1,000.  -F   ■     —i 
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..       80 
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-_       60 


FY       1977        1978       1979       1980       1981       1982       1983 


Wholesale  Price  Imported   Beef  Volume  of  Sale  | 

Figure  2.4  Wholesale    Prices    of   Steer   Carcass    (Medium   Grade   at  the 

Tokyo     Wholesale     Meat     Market)     and     Sale     Volumes     of 
Imported   Beef  1977-1983 
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Figure  2.5  Wholesale    and     Retail     Beef    Prices    in    Tokyo,     1975-1983 

(A)  -         Wholesale  prices  of  Wagyu  Steer  Carcass  at  the  Tokyo  Wholesale 

Market 

(B)  -  Wholesale  prices  of  Dairy  Steer  Carcass  at  the  Tokyo  Wholesale 

Market 

(C)  -  Retail   prices   in   Tokyo 

Source:       [Japanese  Prime  Minister's  Office,    Retail   Price  Survey] 
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Quotas 

The  Livestock  Industry  Promotion  Corporation  (LI PC)  buys  and 
sells  beef  on  the  wholesale  market  so  as  to  keep  the  wholesale  price 
within  the  upper  and  lower  price  limitations  as  described  earlier.  The 
MITI  and  LI  PC  meet  semiannually  to  establish  quotas  for  the  periods 
April-to-September  and  October-to-March.  The  quotas  are  based  on  the 
domestic  supply-demand  situation  during  the  period. 

The  volume  of  imports  available  is  fixed  by  the  quota.  The  volume 
of  imports  actually  released  into  the  market  depends  on  Japanese  domes- 
tic supply  and  demand.  If  there  is  reduced  supply  and  the  price 
increases  beyond  the  upper  stabilization  level,  the  LI  PC  will  increase 
the  sale  of  its  own  domestic  inventory  of  beef  stocks  or  imported 
stocks.  If  there  is  excessive  supply  domestically  and  the  price  declines 
or  threatens  to  decline  below  the  minimum  stabilization  level,  the  LI  PC 
will  reduce  the  amounts  of  imported  beef  released  to  the  bidding  system 
and  might  even  buy  domestic  beef  from  the  market. 

Public  Bidding  to  Set   Import  Prices 

The  LI  PC's  purchase  price  for  imported  beef  is  determined  through 
bidding  by  trading  companies  which  are  the  only  entities  allowed  to; 
handle  beef  imports.  The  bidding  is  conducted  through  public  auctions 
in  wholesale  markets  or  in  open  tenders  by  wholesalers  or  processors. 
The  LI  PC  confirms  the  sale  at  the  agreed  bid  price  and  the  beef  is 
released  to  the  winning  bidder  (trading  company).  This  process  is 
outlined   in   Figure  2.6. 
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Other  Methods   Utilized   by  the   LI  PC 

Some  90  percent  of  the  General  Quota  is  sold  via  the  public  bid- 
ding method  just  described.  The  remaining  10  percent  is  regarded  as  a 
private  quota  for  the  benefit  of  the  designated  trading  companies:  the 
Zennikuren  (Meat  Retailers  Cooperative)  or  beef  processors,  the  Ham 
and  Sausage  Manufacturers'  Association,  and  the  Meat  Canners'  Co- 
operative Association. 

Regarding  the  General  Quota,  in  addition  to  the  LI  PC's  public 
bidding  method  for  selling  frozen  beef,  the  LI  PC  employs  two  other 
methods  for  the  sale  of  chilled   beef. 

The  first  of  these  is  the  Modified  Tender  System,  under  which  the 
LI  PC  receives  bids  from  the  authorized  trading  companies  for  amounts 
of  chilled  beef  based  on  each  trading  company's  sales  during  the  past 
two  years.  The  LIPC's  purchases  are  for  and  on  behalf  of  the 
Zennikuren,    the  Meat   Retailers'   Cooperative  Association. 

Second,  the  One-Touch  System,  under  which  importers  are  allowed 
to  negotiate  prices  and  quantities  of  chilled  beef  with  retailers.  If  the 
negotiated  price  is  within  the  LIPC's  price  stabilization  band,  the  LIPC 
will  give  its  approval  to  the  transaction.  Thereupon,  the  importing 
company  handles  the  entire  movement  of  the  beef  from  exporter  to 
retailer  (one-touch),  pausing  only  for  the  LIPC  to  confirm  documentation 
and  extract  its  own   levy. 

Although  the  Modified  Tender  System  and  the  One-Touch  System 
represent  welcome  liberalizations  of  the  system,  they  are  employed  for 
less  than  25  percent  of  the  beef  tonnages  affected  by  the  LIPC's 
General   Quota. 
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Simultaneous   Bidding  System 

In  February  1985  the  LIPC  introduced  a  new  method  for  bidding 
that  would  give  Japanese  buyers  and  foreign  beef  sellers  more  direct 
contact  and  communication.  Under  the  new  system,  Japanese  trading 
companies  and  user  organizations  can  negotiate  directly  with  overseas 
meat  processors  and  packers  as  to  the  types  of  beef  to  be  imported, 
the  volume,   the  prices,   types  or  cuts,   and  other  conditions. 

Bidders  are  free  to  select  supplier  countries  and  beef  processors 
or  packers.  This  should  prove  to  be  of  help  to  American  exporters 
who  feature  marbled  beef  or  otherwise  can  tap  in  to  an  identified 
Japanese  beef  demand.  The  bidders  may  also  choose  the  timing  of  the 
imports.  All  of  these  matters  were  formerly  under  the  control  of  the 
LIPC. 

The  new  system,  only  recently  inaugurated,  applies  to  only  10 
percent  of  the  general  quota.  The  LIPC  endorses  the  system  because 
its  own  role  in  it  is  essentially  nominal.  It  rubber  stamps  the  com- 
pleted negotiations  of  the  Japanese  buyers  and  foreign   sellers. 

In  the  freer  market  environment  that  this  new  bidding  system 
represents,  United  States  suppliers  are  estimated  to  get  some  60  per- 
cent of  the  14,000  tons  of  sales  subject  to  this  treatment. 

LIPC  Organization  and  Activities 

The  LI  PC's  profits  from  its  buying  and  selling  operations  are  used 
for  subsidy  programs  to  promote  the  livestock  industry,  encourage 
integrated  cattle  raising  systems,  etc.  An  historical  review  of  the  LIPC 
taken  from  its  1983  annual  report  follows,  to  show  the  organization's 
activity  in  detail. 
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Historical    Review  of  The   Livestock   Industry   Promotion   Corporation 

The  Livestock  Industry  Promotion  Corporation  is  a  quasigovernment 
institution  established  on  December  7,  1961,  by  the  Law  Concerning  the 
Price  Stabilization  of  Livestock  Products  (Law  No.  183,  1961)  to  imple- 
ment measures  necessary  to  stabilize  the  prices  of  major  livestock  prod- 
ucts, facilitate  the  procurement  of  operating  funds  for  milk  processors 
and  give  assistance  to  projects  which  would  contribute  to  the  promotion 
of  the  livestock  industry. 

In  1961,  the  year  the  LI  PC  was  inaugurated,  the  Agricultural 
Basic  Law  was  enacted  and  enforced,  and  the  major  growth  of  livestock 
production  was  establishing  the  livestock  industry  as  one  of  the  main- 
stays of  Japanese  agriculture.  But  urgent  needs  were  felt  for  stable 
expansion  of  the  production  and  consumption  of  livestock  products 
through  price  stabilization  and  for  streamlining  distribution  channels  in 
accordance  with  the  improvement  of  the  living  standard  in  Japan  and 
diversification  of  the  diet  due  to  the  rise  in  individual  income.  There- 
fore, the  LI  PC  was  established  with  a  view  to  further  developing  the 
livestock  and  livestock-related  industries  and  improving  the  national 
diet  through  its  direct  operations  to  ensure  price  stabilization  of  live- 
stock products,  in  addition  to  Government  policy  measures  for  the 
promotion  of  the  livestock  industry  as  a  whole. 

The  main  functions  of  the  LI  PC  in  its  initial  stage  were  the  pur- 
chase, exchange,  sale  and  storage  of  major  livestock  products  - 
designated  dairy  products  and  meat  (pork)  -  and  guaranteeing  the 
liabilities  of  investors  in  the  LIPC  against  banks  and  other  financial 
institutions. 

The  LIPC  thus  assumed  the  functions  of  the  Dairy  Industry  Pro- 
motion Fund  that  had  been  established  under  the  Dairy  Industry  Pro- 
motion Fund  Law  (Law  No.  73,  1958)  to  guarantee  the  liabilities  of  milk 
processors  who  had  borrowed  funds  to  maintain  and  develop  their 
operation. 

In  May  1962,  with  an  amendment  (Law  No.  101,  1962)  to  the  Law 
Concerning  the  Price  Stabilization  of  Livestock  Products,  the  LIPC  was 
additionally  delegated  to  subsidize  producers  of  milk  for  processing 
purposes  under  the  Law  for  Temporary  Measures  to  Subsidize  Producers 
of  Milk  for  Processing  (Law  No.  112,  1965),  which  had  been  enacted  in 
June  of  the  previous  year.  At  the  same  time,  the  LIPC  became  the  sole 
importer  of  major  dairy  products. 

Another  amendment  (Law  No.  130,  1966)  to  the  Law  Concerning  the 
Price  Stabilization  of  Livestock  Products  came  into  effect  in  July  1966, 
adding    the    purchase    and    sale    of    imported     beef    to     LIPC    operations. 

In  May  1975,  yet  another  amendment  (Law  No.  26,  1975)  was 
implemented.  This  amendment  made  beef  a  designated  meat  and 
authorized  the  LIPC  to  undertake  the  purchase,  exchange,  sale  and 
storage  of  domestically  produced  beef.  Its  function  of  adjusting  the 
beef  supply  and  demand   by  imports  was  also  strengthened. 
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As  of  March  31,  1983,  the  Livestock  Industry  Promotion  Corpora- 
tion is  capitalized  at  ¥8,437.7  million.  Of  this  sum,  ¥7,994  million  is  a 
Government  investment  and  the  remainder  is  from  private  investors. 
Private  investments  were  made  by  milk  processors  and  milk  producers' 
associations    in    line   with   the    LI  PC's   function   of   guaranteeing    liabilities. 

Figure  2.7  shows  the  organizational   chart  for  the   LIPC. 

The  activities  of  LIPC  are  carried  out  under  the  provisions  of  the 
laws  described  above  and  in  accordance  with  the  articles  of  incorpora- 
tion and  business  operation   regulations  of  the  Corporation. 
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Organizational  Structure  of  LIPC 


Source:       1983  Annual    Report:      Livestock    Industry   Promotion 
Corporation 
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THE   JAPANESE   BEEF   DISTRIBUTION   SYSTEM 

The  Japanese  distribution  system  is  very  complex  in  any  industry, 
and  the  beef  industry  is  no  exception.  Imported  beef  normally  utilizes 
the  same  distribution  channels  as  domestic  beef. 

These  channels  include  a  body  of  powerful  wholesalers  and  inter- 
mediate distributors.  They  in  turn  distribute  to  meat  shops,  restau- 
rants, hotels,  big  corporations  for  in-house  use,  and  smaller  super- 
markets. Larger  supermarket  chains  can  by-pass  the  sub-distributor 
and  sometimes  buy  direct  from  the  wholesaler. 

These  elaborate  channels  are  mapped  out  in  excellent  detail  in  a 
series  of  diagrams  by  the  U.S.  Meat  Exporters'  Federation.  Figure  2.8 
and   Figure  2.9  are  reproductions  of  those  diagrams. 

Role  of  the  Trading   Companies 

Anyone  wishing  to  import  beef  into  Japan  must  deal  with  one  of 
the  approximately  36  trading  companies  designated  by  the  Government 
to  handle  beef  imports.  Generally,  Americans  are  familiar  with  the 
large  international  trading  companies  with  worldwide  reputations  such  as 
Mitsui,  Mitsubishi,  or  Sumitomo.  However,  these  giants  are  not  neces- 
sarily strong  in  the  beef  import  business,  because  they  lacked  historic 
ties  in  that  industry  and  often  came  to  the  business  rather  late. 
Accordingly,  when  shopping  around  for  a  trading  company  to  deal  with, 
beef  exporters  and  packers  should  be  alert  to  opportunities  for  pairings 
with   names  that  may  otherwise  be  unfamiliar. 
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Figure  2.8  Japanese  Domestic   Beef  Distribution   System 
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One  meat  company  executive  who  is  quite  active  in  the  meat  distri- 
bution business,  when  interviewed,  had  these  thoughts  about  trading 
companies: 

Among  the  larger  trading  companies,  Marubeni  is  well  known 
for  food  products  generally.  Mitsui  has  done  well  in  beef. 
Mitsubishi    is   weak    in   this    area.      C.    Itoh   has  done  very  well. 

Among  the  less  well  known  trading  companies,  Toshoku  is  one 
of  the  strongest  in  beef.  Also  good  are  Kokubu,  Ryushoku, 
and  Meija-ya.  (Note:  the  company  executive  commented  that 
he  knows  personally  the  President  of  Meija-ya  and  the  wife  of 
the  President  of  Kokubu.) 

When  asked  about  the  history  of  these  smaller,  specialty 
trading  companies,  the  executive  noted  that  they  had  begun 
as  purely  meat  wholesalers  who  had  to  purchase  quota  allot- 
ments for  a  premium  from  existing  trading  companies  which 
controlled  all  the  allotments.  Eventually,  as  the  government 
liberalized  the  market,  the  quotas  were  distributed  more 
broadly  and  these  specialized  companies  were  granted  some 
allocations  in  their  own  right.  In  this  way  they  became 
direct  players  in  the  game.  Each  year  over  the  past  ten 
years  or  so,  these  companies  fulfilled  their  quota  and  applied 
for  a  greater  one  the  next  year.  Eventually  they  built 
strong  market  positions,  building  on  their  wholesaler  base  of 
contacts  and  customers.  They  effectively  integrated  verti- 
cally,   moving    upstream    to    dip    directly    into    the    quota    pool. 

Overall  impressions  of  dealing  with  a  smaller  meat  specialty 
company  versus  a  large  well-known  trading  company:  "it 
obviously  depends  on  the  relationships  that  can  be  formed  in 
each  case.  But  generally  I  think  it  is  better  to  deal  with  a 
meat  specialty  trading  company,   even   if  it  is  smaller." 


A  complete  list  of  the  trading  companies  that  were  officially  desig- 
nated   by   the   government  to   handle    imports    is  presented   in  Table  2.17. 

Table  2.18  shows  the  amount  of  frozen  beef  purchased  by  the  LI  PC 
and  Table  2.19  shows  the  amount  of  chilled  beef  tenders  of  the  LI  PC 
garnered  by  the  authorized  trading  companies.  In  each  table,  personal 
comments  draw  attention  to  particular  information  or  opinions  about 
selected  companies. 
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Table  2.17  Japanese    Trading    Companies    Authorized    to    Handle    Meat 

Imports 


COMPANY   NAME 


COMMENTS 


C.    Itoh  and  Co. ,    Ltd. 

I  toman  and   Co.,    Ltd. 
Kanematsu-Gosho  Co., 


Ltd 


Singapore  Trading  &   Industry  Co. 

Zenchiku   Co.,    Ltd. 

Daimaru   Kogyo   Kaisha,    Ltd. 

Toshoku   Ltd. 

Toyo  Menka   Kaisha   Ltd. 

Nichiryo   Ltd. 

Nitchiku   Ltd. 

Nippon   Reizo  Co.,    Ltd. 

Nozaki  and   Co.,    Ltd. 

Nomura  Trading   Co.,    Ltd. 

Marubeni   Corporation 

Meidi-Ya  Co.,    Ltd. 

Mitsui  and  Co.,    Ltd. 

Unico-op  Japan 

Taiyo  Bussan   Kaisha   Ltd. 

Mitsubishi   Corporation 

Sumitomo  Shoji  Co.,    Ltd. 

Tokyo  Maruichi  Shoji   Co.,    Ltd. 
Nissho-lwai  Co.,    Ltd. 
Yuasa   Ltd. 
Nichimen  Co.,    Ltd. 

Okura  Trading   Co.,    Ltd. 

Rasa  Trading  Co.,    Ltd. 
Toho  Bussan   Kaisha   Ltd. 
Shibamoto  and  Co.,    Ltd. 
Azabu   Food  Co.,    Ltd. 
Japan   Food  Co.,    Ltd. 
Fujita  Shoten  Co.,    Ltd. 
Hoei  Trading  Co.,    Ltd. 
Tokyo  Arugasu 
Pacific  Overseas,    Inc. 
Teijin   Limited 
Tokyu  Trading  Corporation 


4th      best      record  in      handling 
frozen   beef 

3rd      best      record  in     handling 

frozen  beef 

5th   best  in  frozen  beef 

Number      one      in  frozen      beef 

Recommended   by   "insider" 


Second      best      in      frozen      beef 


Large.       Excellent      Food      Dept. 
Integrated       from      trading       co. 

to  grocery 
Very       large      company.         Good 

meat  record 


Said  to  be  weak  in  meat, 

stats  OK. 
Stats      better     than      Mitsubishi, 

above 

Big  company,    OK   stats 

Known       mostly      for      industrial 

materials 
Associated      with      Hotel     Okura, 

leading  hotel 


Associated      with      Tokyo     Inter- 
national  Hotel   Chain 
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Table  2.18  Shares   of   Trading    Companies   for    Frozen    Beef  Purchased 

By   LI  PC  After   LI  PC   Calls  for  Competitive  Offers 


JFY81 

JFY82 

JFY83 

JFY1984 

First 

Half 

Trading   Companies 

June  28 

July   18 

July  ; 

16   Aug. 29 

metric 

tons 

C.    Itoh   &  Co. ,    Ltd. 

4,185 

4,596 

5,018 

978 

595 

461 

466 

I  toman   and   Co.,    Ltd. 

2,885 

3,231 

3,393 

638 

437 

296 

333 

Kanematsu-Gosho  Co., 

Ltd. 

4,305 

4,709 

5,128 

957 

606 

487 

411 

Singapore  Trading 

and    Industry  Co. 

2,762 

3,329 

4,912 

1,107 

620 

496 

496 

Zenchiku   Co.,    Ltd. 

6,097 

6,532 

7,180 

1,403 

849 

669 

640 

Daimaru   Kogyo   Kaisha, 

Ltd. 

1,929 

2,122 

2,179 

411 

259 

193 

196 

Toshoku    Ltd.    a/ 

2,182 

2,377 

2,526 

540 

219 

243 

228 

Toyo  Menka   Kaisha 

Ltd. 

928 

1,068 

723 

364 

154 

170 

135 

Nichiryo   Ltd. 

1,111 

1,312 

1,280 

186 

187 

111 

87 

Nitchiku   Ltd. 

5,281 

5,439 

6,126 

1,308 

592 

580 

555 

Nippon    Reizo  Co.,    Ltd. 

2,960 

3,252 

3,505 

734 

357 

335 

309 

Nozaki  and   Co.,    Ltd. 

1,842 

2,053 

2,106 

386 

249 

184 

181 

Nomura  Trad.    Co.,    Ltd. 

2,025 

2,292 

2,419 

494 

247 

226 

219 

Marubeni   Corporation 

3,746 

3,979 

4,303 

1,034 

469 

398 

384 

Meidi-Ya  Co. ,    Ltd.    a/ 

1,332 

1,530 

1,552 

213 

266 

139 

121 

Mitsui   and   Co.,    Ltd. 

2,202 

2,515 

2,603 

533 

251 

219 

247 

Unico-op  Japan 

2,079 

2,261 

2,391 

512 

214 

214 

203 

Taiyo   Bussan    Kaisha 

2,440 

2,604 

2,866 

331 

561 

257 

256 

Mitsubishi   Corporation 

2,345 

2,751 

2,842 

608 

267 

216 

301 

Sumitomo  Shoji   Co.,    Ltd 

2,526 

2,804 

3,063 

564 

362 

318 

280 

Tokyo  Maruichi   Shoji 

Co.,    Ltd. 

1,723 

1,973 

2,069 

609 

188 

149 

258 

Nissho-lwai   Co.,    Ltd. 

2,332 

2,463 

2,636 

502 

309 

237 

197 

Yuasa   Ltd. 

1,568 

1,757 

1,776 

374 

165 

156 

156 

Nichimen   Co.,    Ltd. 

2,484 

2,689 

2,941 

626 

290 

242 

290 

Okura  Trading   Co.    Ltd. 

1,379 

1,565 

1,597 

309 

176 

138 

142 

Rasa  Trading   Co.,    Ltd. 

736 

1,055 

935 

195 

85 

75 

84 

Toho   Bussan    Kaisha   Ltd 

.      834 

992 

940 

179 

100 

83 

78 

Shibamoto  and  Co.,    Ltd. 

853 

1,010 

966 

189 

94 

70 

94 

Azabu    Food   Co.,    Ltd. 

942 

1,082 

1,079 

191 

102 

110 

93 

Japan   Food   Co.,    Ltd. 

1,339 

1,544 

1,574 

218 

250 

111 

213 

Fujita  Shoten  Co.,    Ltd. 

741 

882 

841 

137 

78 

66 

70 

Hoei   Trading   Co.,    Ltd. 

708 

829 

766 

117 

102 

63 

64 

Tokyo  Arugasu 

731 

864 

797 

140 

86 

65 

66 

Pacific  Overseas,    Inc. 

900 

1,036 

1,031 

181 

92 

85 

75 

Teijin    Limited 

191 

519 

442 

89 

42 

48 

29 

Tokyu   Trading   Corp. 

208 

548 

470 

78 

29 

49 

39 

Total : 

72,975 

81 , 557 

86,973 

17,434 

9,949 

7,959 

7,996 

Note:      Total   for  JFY   1981    includes  the  amount  imported   by  a  trading   company 

which   was  expelled   in  JFY   1982. 
Source:      LI  PC   -   U.S.    Meat   Export   Federation 
a/  mentioned   in   Table  2.17 
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Table  2.19  Shares    of    Trading    Companies    for    Chilled    Beef    Imported 

Through  Modified  Tender  System  to  Zennikuren 


Trading  Companies 


July  1981      July  1982     July  1983     JFY1984 
to  to  to  July  to 

June  1982     June  1983     July  1984     Sept, 


metric 

tons 

C.    Itoh  &  Co.,    Ltd. 

1,106 

1,150 

1,159 

244 

323 

I  toman  and   Co.,    Ltd. 

884 

779 

867 

202 

254 

Kanematsu-Gosho  Co., 

Ltd. 

702 

787 

772 

100 

174 

Singapore  Trading 

and    Industry  Co.,    Ltd 

.      466 

492 

512 

125 

137 

Zenchiku  Co.,    Ltd. 

1,558 

1,585 

1,614 

193 

426 

Daimaru   Kogyo   Kaisha, 

Ltd. 

285 

440 

384 

177 

100 

Toshoku   Ltd. 

469 

478 

431 

86 

109 

Toyo  Menka   Kaisha 

Ltd. 

129 

95 

72 

33 

23 

Nichiryo   Ltd. 

59 

59 

49 

23 

36 

Nitchiku   Ltd. 

2,183 

2,185 

2,161 

607 

580 

Nippon   Reizo  Co.,    Ltd. 

1,179 

1,177 

1,177 

287 

316 

Nozaki  and   Co.,    Ltd. 

373 

364 

405 

110 

103 

Nomura  Trad.    Co.,    Ltd. 

596 

624 

630 

236 

157 

Marubeni  Corporation 

759 

563 

479 

74 

86 

Meidi-Ya  Co.,    Ltd. 

322 

352 

338 

122 

133 

Mitsui   and  Co.,    Ltd. 

273 

324 

312 

23 

73 

Unico-op  Japan 

715 

714 

688 

165 

181 

Taiyo  Bussan   Kaisha 

83 

200 

197 

50 

48 

Mitsubishi   Corporation 

708 

704 

762 

111 

200 

Sumitomo  Shoji   Co.,    Ltd 

432 

382 

117 

22 

22 

Tokyo  Maruichi   Shoji 

Co.,    Ltd. 

567 

480 

617 

187 

187 

Nissho-lwai   Co.,    Ltd. 

605 

768 

817 

181 

192 

Yuasa   Ltd. 

213 

200 

206 

55 

58 

Nichimen  Co.,    Ltd. 

688 

686 

735 

268 

192 

Okura  Trading  Co.    Ltd. 

431 

408 

447 

132 

132 

Rasa  Trading   Co.,    Ltd. 

50 

49 

60 

11 

12 

Toho  Bussan   Kaisha  Ltd 

50 

50 

59 

11 

12 

Shibamoto  and  Co.,    Ltd. 

70 

49 

60 

22 

12 

Azabu   Food   Co.,    Ltd. 

102 

Japan   Food  Co.,    Ltd. 

214 

176 

138 

88 

67 

Fujita  Shoten  Co.,    Ltd. 

Hoei  Trading  Co.,    Ltd. 

Tokyo  Arugasu 

Pacific  Overseas,    Inc. 

129 

105 

134 

55 

55 

Teijin   Limited 

Tokyu  Trading  Corp. 

Total : 

16,400 

16,400 

16,400 

4,000 

4,400 

Source:      LI  PC 


54 


Two  company  names,  mentioned  by  the  meat  company  executive,  as 
strong  meat  trading  companies  (Kokubu  and  Ryushoku)  do  not  appear 
on  the  master  list  of  trading  companies  authorized  to  deal  in  beef  im- 
ports. Possibly  they  handle  only  domestic  beef,  or  possibly  they  are 
large  wholesalers  of  another  type  significant  in  the  distribution  busi- 
ness. 

Meat  Processors 

The  U.S.  Meat  Exporters'  Federation  study  notes  that  five  firms 
which  traditionally  had  been  meat  processors  have  emerged  as  leading 
forces  in  the  fresh  beef  distribution  business.  These  five  also  have 
loosely  affiliated  networks  of  independent  specialty  meat  shops,  giving 
them  together  about  40  percent  of  the  independent  retail  meat  outlets  in 
Japan. 

These  five  companies,  not  identified  in  the  Meat  Exporters'  Federa- 
tion study,  but  if  identifiable,  should  be  pursued  vigorously  in  any 
export  marketing  campaign   by  Montana  beef  exporters. 

Wholesalers-Primary  and  Secondary 

Primary  wholesalers  have  large  distribution  power  because  they  sell 
to  hotels  and  large  restaurant  chains.  If  connected  to  the  30  major 
meat  markets  designated  throughout  Japan,  they  have  preferential 
access  to  meat  from  those  primary  markets. 

Secondary  wholesalers  sell  to  smaller  hotels,  smaller  restaurants, 
and  the  like.  Because  they  are  subservient  to  primary  wholesalers  and 
lack  an  inside  track  on  supplies,  they  might  be  well  attuned  to  ap- 
proaches by  U.S.    suppliers  of  beef. 
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The   "Dowa" 

Barely    mentioned    in    most    literature    about    the    Japanese    meat    in 
dustry    is    an    infamous    minority    referred    to    as    "the    Dowa."      Even    th 
U.S.    Meat    Export    Federations'    excellent    study   of   the   Japanese   marke 
made    only    a    fleeting,    obscure    reference    to    the    Dowa    phenomenon    and 
the  key  role  it  plays  in  the  Japanese  meat  industry. 

The  Dowa  are  an  ancient  native  people  of  Japan,  mostly  from  the 
Kansai  area  (Osaka).  They  have  been  discriminated  against  for  cen- 
turies by  the  mainline  Japanese.  The  Dowa  historically  were  consigned 
to  jobs  no  one  else  would  do,  such  as  meat  slaughtering,  garbage 
collecting,  and  later,  leather  tanning.  Today,  the  Japanese  Govern- 
ment's budget  has  many  special  funds  earmarked  for  public  projects  in 
Dowa  villages  in  the  Kansai  area.  There  is  even  a  "Law  on  Special 
Measures  for  Dowa,"  which  is  Japan's  equivalent  to  equal  housing  and 
employment  opportunity  programs.  The  "Dowa  issue"  is  highly  sensi- 
tive. 

From  its  historical  monopoly  over  slaughterhouse  facilities  in 
Japan,  today  Dowa's  privileged  position  extends  to  many  aspects  of  the 
meat  business.  For  example,  the  LIPC  allows  the  Dowa  to  purchase 
beef  below  the  wholesale  prices  set  by  the  government.  This,  in  turn, 
enables  the  Dowa  to  offer  below  market  prices  to  favored  customers  or 
to  procure  higher  margins. 

Moreover,  Dowa  has  "quiet  control,"  in  the  words  of  one  observer, 
over  all  happenings  in  the  meat  distribution  business,  including,  al- 
legedly, control  over  the  quota  system  and  allocations  thereunder  by 
MITI    and   MAFF. 


: 
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One  restaurant  owner  interviewed  commented  as  follows: 

"If  you  can  get  Dowa's  help,  you  can  be  successful  in  the 
beef  business.  Fundamentally,  the  Dowa  is  opposed  to  im- 
ports of  beef.  So  you  must  develop  a  quiet  connection  to 
them,  and  then  approach  them  with  your  idea.  Even  if  they 
don't  approve,  it  is  necessary  to  get  the  Dowa  people  not  to 
obstruct  what  you  want  to  do.  They  can  stop  it  if  they 
wish. " 

Similarly,    one   leading  executive  of  a   hotel   chain   said: 

"If  a  beef  seller  approaches  me  today  to  try  to  sell  me  im- 
ported beef  outside  the  Dowa  wholesale  chain,  I  will  receive  a 
visit  from   Dowa  tomorrow. 

"No  one  fights  with  Dowa.  The  LDP  won't  tackle  it;  the 
Ministries    won't    tackle    it;     the    newspapers    won't    tackle    it. 

"Be  very  careful  about  this  meat  business.  Dowa  can  hurt 
you . " 


Hotels 

The  hotel  industry  plays  a  special  role  because  they  are  prime 
purveyors  of  the  high-quality  marbled  beef  in  which  American  beef 
producers  specialize.  Hotels  today  account  for  20  to  25  percent  of  beef 
sales  in  Japan.  Among  the  587  international  hotels  registered  to  apply 
for  beef  imports  are  such  leading  chains  as  Hilton,  Tokyu,  Okura, 
Prince,    Otani,    and    Imperial. 

Although  officially  the  hotel  allocation  is  a  Special  Quota  outside 
the  direct  control  of  the  LI  PC,  the  current  hotel  quota  is  large  enough 
to  accommodate  100  percent  of  the  beef  needs  of  Japan's  hotels. 

According  to  a  President  of  a  leading  Japanese  hotel  chain,  inter- 
viewed for  this  study,  the  hotel  allocation  is  for  the  Japan  Hotel 
Association  as  a  whole,  through  which  each  hotel  theoretically  must 
deal.  In  practice,  however,  the  Hotel  Association  doesn't  play  a 
significant  role,  and  the  wholesalers  and/or  trading  companies  may  work 
directly  to  serve  the  hotels'   beef  needs. 
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According  to  this  source,  several  wholesalers  are  particular! 
strong  at  dealing  with  hotels,  and  Dowa  influence  is  said  to  be  particu 
larly  powerful  as  well.  Among  importing  companies,  one  America 
packer  is  said  to  dominate  the  hotel  market  segment. 

In   response  to  a  question   about  whether  it  is  hard  for  a   newcomer/ 

importer     to    break    into    the    market,     this    hotel     executive    commented 

"Not  necessarily.  The  hotel  can  buy  from  several  sources. 
So  if  the  Montana  beef  can  prove  its  quality,  perhaps  there  is 
a  chance." 

Supermarket  Chains 

Over  one-third  of  all  beef  consumed  in  Japan  reaches  the  consumer 
through  supermarkets. 

The  largest  supermarket  chains  are  very  central  actors  in  that 
they  buy  directly  from  the  dealer  markets  and  the  major  processing 
companies.  Their  large  volume  and  desire  to  have  meats  packaged  to 
their  specifications  combine  to  present  a  key  opportunity  to  U.S.  beef 
exporters  if  proper  entree  can  be  made.  Key  supermarket  chains 
include   Daiei,    Ito-Yokado,    Seiyu,    Jusco,    Nichii,    Uny,   and  Chujitsu-ya. 

Although  these  giant  chains  tend  to  cater  to  the  beef  needs  of  the 
ordinary  consumer,  and  thus  to  the  medium  and  lower  grades  of  beef, 
that  market  is  expected  to  move  upscale  gradually.  Thus,  U.S.  ex- 
porters should  begin  making  inroads  now  in  whatever  cuts  they  can,  so 
that  working  relationships  are  established  with  these  giant  chains  for 
the  future. 

Chain  stores  headquartered  in  less  prominent  areas  of  Japan  are 
also   a   good  target.      They  tend  to  have  less  contact  with   import  sources 
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anyway,     yet    are    likely    in    need    of    steady    supplies    to    satisfy    growing 
demand   in   Japan's   second   tier  cities. 

Department  Stores 

Surprisingly  to  Americans,  Japanese  department  stores  uniformly 
devote  their  basement  level  to  use  as  a  grocery  store.  Accordingly,  all 
the  nationally-known  Department  store  chains  have  food  stores,  includ- 
ing  meat  outlets,    on   their  premises. 

Japan's  leading  department  store  chains  include  Mitsukoshi,  Seibu, 
Takashimaya,    Isetan,    Tokyu,    Matsuzakaya,    and   Matsuya. 

Approaches  to  these  chains  would  seem  worthwhile,  even  though  at 
present  they  do  not  handle  a  large  proportion  of  Japanese  beef  retail 
sales.  Their  significance  is  that  they  handle  the  better  quality  beef, 
(i.e.  likely  the  American  exported  quality),  as  compared  with  the 
ordinary  supermarkets,  which  tend  to  handle  ordinary  quality  retail 
beef. 

General 

A  substantial  effort  should  be  made  to  listen  to  the  needs  of  beef 
end  users  in  terms  of  timing,  packaging,  proper  cuts,  and  other  inci- 
dentals that  will  make  Montana  beef  stand  out  as  against  domestic  or 
other  imported  beef.  There  is  no  substitute  for  personal  tracking  of 
the  needs  of  potential   customers   in   specific  buying   environments. 

Yet,  until  more  individualized  surveys  of  specific  customers  can  be 
made,  by  in-country  visits  and  interviews  in  Japan,  Montana  beef 
exporters  should  learn  as  much  as  possible  from  the  literature  of 
generalized    market    studies.       In    this    connection,    the    U.S.    Meat    Export 
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Federation's      study,      "The     Japanese     Beef     Market,"      December     1984, 

provides    excellent    information    about    consumer    reasons    for    purchasing 

imported   beef.      Quoting   from   Page  33  of  the  study: 

A  survey  conducted  in  March  1984  asked  specific  questions 
about  imported  beef  and  provided  insight  into  the  demand  for 
this  type  of  meat.  Among  all  respondents,  11  percent  said 
that  they  had  bought  imported  meat  during  the  past  month, 
and   89  percent  said  they  had   not. 

A  general  observation  should  be  made  about  these  overall 
figures.  Not  all  imported  beef  is  sold  in  a  labeled,  packaged 
form.  Therefore,  while  imported  beef  accounts  for  approxi- 
mately 28  percent  of  domestic  beef  consumption,  some  im- 
ported beef  sold  in  retail  stores  is  not  so  labeled,  a  consider- 
able percentage  goes  into  processed  meat  products,  and  some 
is  sold  at  hotels  and  restaurants  where  it  is  not  identified  as 
imported   beef  to  the  consumer. 

Of  the  11  percent  who  purchased  imported  beef,  more  than 
half  of  the  respondents  said  they  bought  it  because  it  was 
cheaper  than  Japanese  beef.  This  reconfirms  the  importance 
of  price  in  the  purchase  of  beef  products.  Of  the  89  percent 
who  had  not  bought  imported  beef,  the  largest  group,  37 
percent  (or  33  percent  of  all  respondents),  said  they  did  not 
buy  it  because  it  is  not  sold  in  their  neighborhood.  This 
shows  the  striking  need  for  greater  distribution  of  imported 
beef  in  order  to  increase  sales  at  retail  shops,  and  therefore 
exports. 

The  second  highest  ranking  reason  for  not  buying  imported 
beef  was  that  it  is  "unsavory."  Industry  experts  say  that 
this  refers  in  particular  to  grass-fed  Australian  beef,  which 
releases  an  odor  unpleasant  to  the  Japanese  when  it  is  cooked 
by  traditional  methods.  This  does  not  apply  to  U.S.  grainfed 
beef,  so  this  disadvantage  of  grass-fed  beef  could  be  turned 
into  an  advantage  for  U.S.  beef  exporters  by  the  proper 
promotional   efforts.      This   is  clearly  an   area   for  further  work. 

Among  respondents  who  had  purchased  imported  beef,  27 
percent  ranked  the  taste  of  imported  beef  as  "good"  on  a 
scale  of  good  to  bad,  and  65  percent  ranked  the  taste  of 
imported  beef  as  "medium."  Given  the  importance  of  fresh- 
ness to  most  beef  consumers,  it  appears  that  imported  beef 
competes  with  domestic  beef  primarily  with  regard  to  price. 
As  was  noted  earlier,  there  are  differences  among  grades,  as 
U.S.  choice  is  ranked  above  domestic  dairy  steers  while 
grass-fed  beef  is  ranked  considerably  lower.  Eighty-six 
percent  of  those  purchasing  imported  beef  felt  that  it  was 
medium-to-low  priced,  considering  its  taste.  And  65  percent 
felt  that  the  quality  was  medium,  which  is  in  line  with  the 
fact  that  the  majority  of  imported   beef  is   popular  cuts. 
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For    those    respondents    who   had    purchased    imported    beef,  50 

percent     said     they     did     so    at    supermarkets,     30    percent  at 

meats  hops,  15  percent  at  cooperatives,  and  10  percent  at 
department     store     meat    counters.       This    corresponds    to    the 

survey     results    for    purchases    of    all     beef    products,    and  is 

evidence  of  the  primary  role  played  by  supermarkets  in 
distributing   imported   beef  in  urban  areas. 

The    study,    on    Page   80,    also   comments   on    results   of   a    survey   of 

meatshop  owners. 

In  an  effort  to  assess  opportunities  for  U.S.  beef  exporters, 
the  requirements  of  beef  purveyors  at  the  retail  level  should 
also  be  examined.  Available  survey  data  covers  meatshop 
owners  in  major  cities  nationwide.  It  should  be  remembered 
that  meatshops  account  for  approximately  40  percent  of  retail 
beef  sales  in  urban  areas. 

Thirty-four  percent  of  meatshop  owner  respondents  sold 
imported  beef  and  55  percent  did  not.  Among  those  who  did 
sell  imported  beef,  the  highest  ranking  reason  was  the 
"desire  to  sell  many  different  kinds  of  meat."  The  next 
highest  ranking  reason  was  that  they  sold  imported  beef  on 
the  recommendation  of  a  meat  industry  cooperative  to  which 
they  belonged.  We  can  infer  that:  (1)  the  desire  to  sell  a 
variety  of  meats  is  a  motivating  factor  for  both  for  meatshops 
and  supermarkets,  and  (2)  an  industry  cooperative  recom- 
mendation has  an   impact  on  meatshop  owners. 

It  is  noteworthy  that  18  percent  of  respondents  said  that  they 
sold  imported  beef  due  to  customer  demand.  This  suggests 
that  by  promoting  consumer  demand  for  imported  beef,  and  in 
particular  U.S.  beef,  meatshop  owners  in  turn  would  increase 
their  orders  with  wholesale  distributors.  This  would  likely 
lead  to  a  greater  demand  for  U.S.  beef  by  major  Japanese 
beef  importers. 

Among  the  66  percent  of  survey  respondents  who  did  not  sell 
imported  beef,  the  top  ranking  reason  was  that  they  "were 
satisfied  with  selling  only  domestic  beef."  These  two  reasons 
might  apply  equally  to  supermarkets.  The  second  reason, 
namely  the  bad  reputation,  is  one  which  can  be  altered 
through  advertising  and  promotion.  As  noted  in  Chapter  1, 
this  bad  reputation  applies  mainly  to  grass-fed  beef  and  the 
superiority  of  U.S.  grain-fed  beef  is  already  recognized  to  a 
certain  extent.  Correct  labelling  of  the  origin  of  beef  will 
surely  work  in   favor  of  U.S.    beef. 

In  a  survey  of  meatshop  owners  selling  imported  beef,  62 
percent  of  respondents  said  that  imported  beef  sales  ac- 
counted for  0-10  percent  of  their  total  meat  sales.  Twenty- 
one  percent  said  that  they  accounted  for  11-20  percent  of 
total    meat    sales.       This    suggests   that   there    is    still    consider- 
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able  room  for  increasing  imported  beef  sales  by  meatshop 
owners,  provided  that  supplies  to  them  can  be  increased  and 
consumer  demand  can   be  promoted. 

The  problem  related  to  adequate  supplies  is  highlighted  in  the 
survey  results.  Of  those  meatshop  owner  respondents  stock- 
ing imported  beef  from  cooperatives,  58  percent  found  the 
quantity  supplied  sufficient.  At  the  same  time,  however, 
supplies  from  cooperatives  were  considered  relatively  "in- 
expensive," while  those  from  other  sources  were  considered 
relatively  "high   priced." 

This  suggests  that  while  cooperatives  can  offer  beef  to  meat- 
shop  owners  at  lower  prices  due  to  the  lack  of  intermediate 
wholesalers,  they  do  not  have  as  good  access  to  imported  beef 
as  do  other  wholesale  distributors.  A  strategy  which  focused 
on  providing  cooperatives  with  imported  beef  would,  there- 
fore,   appear  to  be  very  promising. 

As  for  the  reputation  of  imported  beef  among  all  meatshop 
owners,  59  percent  of  respondents  thought  that  it  was 
"reasonably  priced  and  convenient,"  while  48  percent  thought 
imported  beef  was  "unsavory."  Also,  a  significant  21  percent 
felt  that  imported  beef  was  "difficult  to  obtain  because  it  was 
frequently  sold  out." 

There  were  changes  desired  by  meatshop  owners  selling 
imported  beef.  Eighty-one  percent  said  that  they  wanted  a 
decrease  in  prices.  Seventy-four  percent  of  respondents 
wanted  more  advertising  and  promotion  of  imported  beef  with 
customers.  This  supports  previously  mentioned  findings  that 
it  is  important  for  beef  exporters  to  increase  these  activities. 
It  also  suggests  that  meatshop  owners  are  concerned  about 
their  ability  to  maintain  sales  of  imported  beef,  and  want  help 
in   selling   it  to  customers. 

In  this  survey,  53  percent  of  respondents  wanted  stocking  to 
be  made  easier,  which  means  that  they  wanted  a  steadier 
supply  of  imported  beef.  Confirming  this  is  the  fact  that  40 
percent  of  respondents  wanted  increased  supplies  of  imported 
beef.  These  results  highlight  the  unfulfilled  demand  for 
imported  beef,  and  point  to  the  need  for  U.S.  beef  exporters 
to  consider  ways  to  provide  other  forms  of  beef,  such  as 
frozen  beef  thawed  by  new  techniques,  to  raise  the  overall 
supply  of  imported   beef  available  to  retailers. 

The   study,    on    Page   83,    also    included    results   of   a    survey  of  bee 

distribution   by  supermarkets. 

In  the  October  1982-September  1983  period,  26  percent  of 
total  beef  was  imported,  a  3.9  percentage  point  decline  from 
the  previous  annual  period.  This  was  due  to  relatively  stable 
production  and  wholesale  prices  for  domestic  beef  in  that 
year. 
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A  table  shows  the  sources  from  which  supermarkets  obtain 
imported  beef.  The  single  most  common  source  was  desig- 
nated stores  (32  percent),  followed  by  competitive  tender  (21 
percent).  Usually  stores  are  able  to  obtain  beef  more  cheaply 
from  wholesalers  rather  than  from  meat  wholesale  markets. 
This  is  because  the  former  have  greater  experience  in  dealing 
in   imported   beef. 

Supermarket  stores  may  want  to  increase  their  direct  pur- 
chases in  the  future,  because  they  need  to  develop  their 
experience  in  this  area  and  to  enhance  their  distribution 
system. 


TRANSPORTATION  TO  THE  PACIFIC  RIM 
Transportation  is  a  key  element  for  any  product  that  is  to  be 
exported  to  a  foreign  market.  Beef  is  no  exception.  Marketing  beef 
from  an  inland  state  such  as  Montana  creates  additional  problems.  While 
the  following  discussion  is  presented  in  the  context  of  shipping  to 
Japan,  it  can  be  generalized  to  include  the  other  Pacific  Rim  countries 
which  are  discussed  in  the  following  chapter.  In  general,  there  has 
been  little  success  shipping  beef  from  Northwest  U.S.  ports  to  Japan. 
The  LI  PC  uses  Los  Angeles  as  its  primary  port  for  shipping  beef  to 
Japan. 

Obviously,  there  are  two  ways  to  ship  beef  from  the  U.S.  to  the 
Pacific  Rim.  It  must  either  be  transported  by  airplane  or  steamship. 
It  is  almost  three  times  as  expensive  to  use  airplanes  as  opposed  to 
ocean  freighters.  However,  air  freight  is  much  faster.  According  to 
one  official  of  the  Port  of  Seattle,  almost  no  processed  beef  is  moving 
from  their  facilities  via  air  freight.  However,  air  freight  is  being  used 
to  transport  live  cattle  to  the  Pacific   Rim. 

There  are  two  primary  methods  of  moving  processed  beef  from 
Montana  to  the  Pacific  Rim.  First,  individual  processors  can  transport 
beef  to  the  Port  of  Seattle  and   have  it  transloaded  to  refrigerator 
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containers.  These  containers  hold  at  least  40,000  lbs  of  cargo  and  are 
then  loaded  on  steamships.  Beef  can  be  transported  to  Seattle  via 
either  refrigerator  rail  cars  or  by  refrigerator  trucks.  Transportation 
time  by   rail   is  about  two  days  compared  to  one  day  by  truck. 

A  second  means  of  transportation  involves  using  the  Port  of 
Montana  located  at  Butte.  In  this  case,  a  processor  would  truck  beef 
to  Butte,  where  it  would  be  transloaded  to  refrigerated  containers  and 
then  shipped  by  rail  to  the  Port  of  Seattle.  Beef  can  either  be  loaded 
into  containers  as  carcasses  or  boxed  components.  Carcasses  can  be 
vacuum  packed,  hung,  or  stacked  in  the  containers  and  can  be  eithe 
fresh  or  frozen.  However,  fresh  beef  must  be  moved  very  quickly  to 
West  Coast  ports  and  to  the  Pacific  Rim.  According  to  the  Port  of 
Montana,  transloading  to  containers  is  cheaper  in  Butte  than  in  Seattle 
due  to  lower  fixed  and  variable  costs.  Additional  savings  are  realized 
by  shipping  containers  of  beef  to  Seattle  rather  than  using  box  cars  or 
truck  trailers.  The  Port  of  Montana  can  arrange  for  all  of  the  details 
of    such    an    operation    and    charges    a    handling    fee    for    their    services. 

Currently,  competition  for  freight  by  steamship  companies  is  keen 
at  the  Northwest  ports.  There  are  more  ships  and  containers  available 
than  cargo.  Consequently,  a  refrigerator  container  can  be  moved  from 
Butte  to  Japan  in  15  days  at  a  price  of  $3,200  per  container  or  $.0 
per  pound.  Of  that,  about  $.035  per  pound  is  required  to  move  bee 
to  the  Port  of  Seattle. 

Most  importers  want  price  quotes  on  a  CNF  basis.  That  is,  with 
all  cargo,  destination,  and  freight  charges  included.  The  timeliness  of 
payments  by  countries  for  imported  products  varies  from  country  to 
country.       Japan    has    been    rated    as    one    of   the    best   in    terms   of   time- 


64 


liness  of  payments.  Payments  are  usually  received  within  six  days  of 
delivery.  Other  countries  may  take  several  weeks  to  pay  for  imported 
merchandise. 

RECENT   DEVELOPMENTS   AND    FUTURE   OUTLOOK 
Trade  Negotiations 

In  the  Tokyo  Round  of  Multilateral  Trade  Agreements,  Japan 
agreed  to  reduce  the  tariff  on  beef  offals  to  15  percent  by  1987. 
However,  this  timetable  was  moved  forward  as  the  reduction  to  15 
percent  became  effective  April  1,  1985  [USDA,  July  1985].  This  should 
help  stimulate  U.S.  exports  of  this  already  well-moving  product.  A  25 
percent  tariff  continues  to  apply  to  imports  of  frozen  or  chilled  high 
quality  beef,  and  there  is  no  realistic  prospect  of  its  being  reduced  in 
the  foreseeable  future. 

Regarding  quotas,  in  August  of  1984,  the  United  States  and  Japan 
reached  a  formal  agreement  to  gradually  expand  import  quotas  through 
March  1988  for  high-quality  grain-fed  beef.  This  is  the  type  of  beef 
supplied  mostly  by  the  U.S.,  as  compared  with  Australian  grass-fed 
beef,  so  the  concessions  are  expected  to  have  a  helpful  effect  on 
American  exports  in   particular. 

Table  2.20  presents  the  past  and  future  beef  quotas  as  established 
via  trade  negotiations.  The  quotas  will  increase  by  9,000  tons  per  year 
from  1985  to  1987  thus  reaching  177,000  tons  by  1987.  Significantly, 
from  the  view  of  U.S.  producers,  the  quota  for  high-quality  beef 
(cattle  under  30  months  fed  70  percent  grain  for  100  days)  will  increase 
by  6,900  tons  per  year  --  or  the  lions'  share  of  the  overall  quota 
increase. 
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Table  2.20  Japanese  Beef  Quotas   Past,    Present  and   Future 


Year  Total  Quota  a/  High-Quality 
(Apr. -Mar.  )  (metric  tons)  (metric  tons) 
1,  OOP's 1, OOP's 

1979  134.5  16.8 

1980  134.8  20.8 

1981  126.8  24.1 

1982  135.0  27.4 

1983  141.0  30.8 

1984  150.0  37.7 

1985  159.0  44.6 

1986  168.0  51.5 

1987  177.0  58.4 


a/       Outside    the    General    Quota    are    Special    Quotas    for    hotels,     school 
lunches,   etc. 


Projection  of  Future  Japanese  Consumption,    Production  and    Imports 

The  potential  for  an  increase  of  beef  exports  to  Japan  is  somewhat 
dependent  on  the  future  outlook  of  the  demand  for  and  supply  of  beef 
in  that  country.  Several  empirical  studies  have  addressed  these 
factors.  While  this  brief  discussion  does  not  detail  every  study,  it 
does  provide  a  cross-section  of  this  work  in  terms  of  government, 
academic,   and  private  studies. 

The  Japanese  Ministry  of  Agriculture,  Forestry,  and  Fisheries 
(MAFF)  officially  adopted  a  set  of  projections  for  the  domestic  pro- 
duction and  consumption  of  agricultural  commodities  through  fiscal  year 
1990  for  Japan.  Table  2.21  presents  estimates  along  with  estimates 
made  by  the  United  States  Department  of  Agriculture  Economic  Research 
Service  (USDA   ERS)    [Coyle] . 
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According  to  the  MAFF,  meat  consumption  from  all  sources  is 
expected  to  increase  30  percent  from  the  base  year  of  1978  to  1990. 
Beef  is  projected  to  show  the  largest  increase,  with  consumption  rising 
from  the  1978  level  of  4.7  kg  per  capita  to  7.1  kg  per  capita,  on  a 
carcass  weight  basis.  In  addition,  population  growth  is  expected  to 
increase  by  10  percent.  Considering  these  two  factors,  beef  con- 
sumption is  expected  to  increase  from  its  1978  level  of  560  thousand 
metric  tons  to  between  850  and  920  thousand  metric  tons.  The  7.1  kg 
per  capita  consumption  is  calculated  from  the  midpoint  of  the  MAFF 
projected  range.  This  estimate  uses  an  income  elasticity  of  demand  of 
.90.  This  number  measures  the  responsiveness  of  beef  consumption  to 
changes  in  consumer  incomes.  Therefore,  a  larger  number  would  indi- 
cate a  larger  response  to  increases  in  incomes  and  higher  levels  of 
consumption. 

The  MAFF  also  forecast  production  for  1990.  The  number  of  cattle 
for  beef  consumption  is  expected  to  increase  from  its  1978  level  of 
2,030,000  head  to  3,920,000  head.  This  is  an  increase  of  more  than  90 
percent.  The  Wagyu  beef  herd  is  expected  to  increase  from  1,460,000 
head  to  2,450,000  head.  Dairy  cattle  used  for  beef  production  are  also 
expected  to  increase  from  570,000  head  to  1,470,000  head.  Total  beef 
carcass  production  is  expected  to  increase  from  the  1978  level  of 
410,000  metric  tons  to  630,000  metric  tons  (Table  2.21).  An  apparent 
inconsistency  surfaces  when  examining  the  cattle  numbers  versus  car- 
cass production.  Specifically,  cattle  numbers  are  expected  to  increase 
by  93  percent  while  carcass  production  is  projected  to  increase  by  just 
over  53  percent.  There  are  at  least  two  possible  explanations  for  this 
result.       First,    the    MAFF    may    have    projected    average   carcass   dressed 
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weights  to  decline  as  consumers  begin  to  desire  leaner  beef.  Second, 
when  herd  inventories  are  being  increased,  a  higher  rate  of  heifer 
retention  is  going  to  be  necessary.  Therefore,  less  beef  is  available  in 
the  short  term  for  beef  production. 

Given  the  production  and  consumption  estimates  discussed  above, 
the  MAFF  projects  that  beef  imports  would  be  between  220,000  and 
290,000  metric  tons  in  1990  (Table  2.21.)  The  MAFF  projects  a  self- 
sufficiency  ratio  of  71  percent  by  1990.  The  projections  by  the  MAFF 
may  best  be  characterized  as  goals  than  actual  forecasts  [Longworth] . 
However,  in  1984,  domestic  beef  production  was  535,000  metric  tons  and 
imports  totaled  146,000  metric  tons.  Therefore,  total  consumption  was 
681,000  metric  tons  or  an  increase  of  21.6  percent  at  the  midpoint  of 
the  projection   period. 

The  USDA  ERS  estimates  of  Japanese  beef  consumption  and  pro- 
duction differ  from  those  of  the  MAFF.  In  terms  of  consumption,  Coyle 
indicates  that  the  MAFF  have  historically  used  income  elasticity  esti- 
mates that  are  lower  than  actual  responsiveness.  Separate  works  of 
Kester,  Lopez  and  Meilke  indicate  that  actual  income  elasticities  of 
demand  for  beef  by  Japanese  consumers  may  be  as  much  as  twice  as 
large  as  that  used  by  MAFF.  Therefore,  the  ERS  projections  of  con- 
sumption are  higher  than  the  MAFF  projections. 

The  ERS  projects  production  levels  which  also  differ  from  the 
MAFF.  The  latter  calculates  production  based  upon  a  desired  self- 
sufficiency  level  of  71  percent  for  beef.  However,  several  constraints 
to  beef  production  in  Japan  may  restrict  expansion.  Beef  production 
has  increasingly  become  a  by-product  of  dairy  production.  However, 
the    demand    for    dairy    products    is    not   expected    to    increase   as   fast   as 
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the  demand  for  beef.  In  addition,  there  is  already  a  surplus  of  dairy 
products,  causing  reduced  profits  and  lower  heifer  retention.  Coupled 
with  increasing  productivity,  i.e.  fewer  cows  will  be  needed  to  produce 
a  given  amount  of  milk  in  the  future,  beef  production  from  dairy 
animals  will   be  constrained. 

Approximately  one-third  of  Japan's  domestic  beef  production  comes 
from  the  Wagyu  breed.  However,  the  breed  itself  is  a  source  of  con- 
straint to  beef  expansion.  The  Wagyu  is  of  high  quality  but  is  very 
expensive  to  raise,  primarily  because  they  are  not  as  efficient  at  con- 
verting feed  to  protein  as  Holstein  steers  (which  are  also  inefficient 
when  compared  to  U.S.  and  European  breeds).  However,  the  small 
scale  operator  with  perhaps  two  or  three  head  still  produces  the  Wagyu. 
Therefore,  it  is  unlikely  that  the  Wagyu  herd  will  expand  as  rapidly  as 
the  MAFF  projects. 

Finally,  large  increases  in  beef  production  will  almost  assuredly 
require  large  increases  in  feed  imports.  The  MAFF  does  not  project 
this  occurrence.  In  fact,  it  projects  that  feed  grain  self  sufficiency 
will  increase  even  after  considering  beef  inventory  increases.  In  order 
for  this  to  occur,  wheat  output  must  quadruple,  soybean  output  mus 
double,  and  barley  production  must  increase  75  percent.  Forage  pro- 
duction must  rise  by  60  percent.  It  is  unlikely  that  these  events  can 
occur  simultaneously  [Longworth] .  In  fact,  the  ERS  estimates  that 
Japanese  coarse  grain  imports  will  increase  from  20,400,000  metric  tons 
in   1984  to  26,500,000  metric  tons  in   1990. 

Given  these  questions  and  constraints,  in  1983  the  ERS  established 
projections  for  Japanese  beef  consumption,  production,  and  imports  for 
the    year    1990,    under    two    scenarios.       The    first,    entitled    "ERS    I"    in 
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Table  2.21,  assumes  that  fish  consumption  remains  constant  through 
1990.  In  this  scenario,  the  ERS  projects  total  beef  consumption  at 
1,130,000  metric  tons  (9.0  kg  per  capita).  Of  that,  529,000  and 
601,000  metric  tons  are  produced  and   imported,    respectively. 

However,  per  capita  fish  consumption  has  been  declining  over  the 
past  decade.  Therefore,  it  is  assumed  in  scenario  2  that  the  decline 
will  continue  and  that  the  resulting  protein  loss  will  be  replaced  by 
some  type  of  livestock  product.  The  columns  entitled  "ERS  II",  in 
Table  2.21,  present  projections  under  this  assumption.  Consumption  is 
now  estimated  to  be  1,278,000  metric  tons.  Production  is  projected  to 
be  596,000  metric  tons  and  imports  are  expected  to  be  682,000  metric 
tons. 

Another  set  of  ERS  projections  was  published  in  1985  for  both  1990 
and  1995.  These  estimates  are  also  presented  in  Table  2.21.  For  1990, 
consumption  is  estimated  at  900,000  metric  tons  and  production  is  ex- 
pected to  be  600,000  metric  tons.  Presumably,  these  estimates  are  the 
result  of  using  more  recent  data  than  the  1983  figures.  A  33  percent 
increase  from  1990  levels  is  forecast  for  consumption,  production  and 
imports  in   1995. 

The    U.S.     Meat    Export    Federation     (USMEF),     a     private    business 

organization,    has  also  published  a  forecast  of  the  Japanese  beef  market. 

The     following     quote    is    from    the    USMEF     report    and     refers    to    their 

estimates: 

"This  forecast  is  for  illustrative  purposes  only,  and  should 
not  be  construed  as  an  "approved"  forecast  of  either  the 
Japanese  government,  the  U.S.  government  or  the  U.S. 
MEF." 

However,     the    estimates    do    provide    some    interesting    numbers.       Table 

2.22    is    a    reproduction    from   the   USMEF    report   and    shows   annual    esti- 
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mates  of  the  Japanese  beef  market  through  1990.  Consumption  is  esti- 
mated to  be  1,017,000  metric  tons  and  production  is  expected  to  be 
704,800  metric  tons.  The  average  annual  increase  in  consumption  and 
production  is  estimated  as  5.4  percent  and  5.0  percent,  respectively. 
Imports  are  expected  to  be  312,100  metric  tons  in  1990  with  an  average 
annual   growth    rate  from   1984-1990  of  6.5  percent. 

In  reviewing  the  MAFF,  USDA  ERS  and  the  USMEF  projections 
presented  above,  beef  consumption  in  1990  is  estimated  to  be  between  a 
low  of  850,000  metric  tons  and  a  high  of  1,278,000  metric  tons.  The 
MAFF  estimates  comprise  the  low  end  and  the  ERS  estimates  published 
in  1983  are  on  the  high  end  of  this  range.  The  ERS  estimates  pub- 
lished in  1985  project  beef  consumption  to  be  900,000  metric  tons  in 
1990  and  1,200,000  metric  tons  in  1995.  The  USMEF  projects  1,017,000 
metric  tons  in  1990.  In  1984,  Japanese  beef  production  plus  imports 
totalled  681,000  metric  tons.  Therefore,  even  using  the  midpoint  of  the 
MAFF  estimates  (which  is  close  to  the  1985  ERS  projections)  for  1990,  it 
appears  that  Japanese  beef  consumption  will  increase  by  over  30  percen 
by  1990. 

The  MAFF  has  higher  projections  for  beef  production  than  does  the 
ERS.  However,  even  using  the  MAFF  estimates,  imports  will  have  to 
increase  by  84  percent  from  1984  levels  to  1990  if  domestic  consumption 
is  to  be  satisfied. 

The  estimates  above  are  derived  using  two  somewhat  related  as 
sumptions.  First,  that  the  real  price  of  beef  (inflation  adjusted)  doe 
not  change  relative  to  other  competitive  meat  prices.  Obviously,  if  th 
real  price  of  beef  increases  relative  to  the  price  of  other  protei 
sources,  the  consumption  estimates  described  in  this  section  will  b 
overstated. 
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Second,  that  Japan's  import  quotas  will  allow  increasing  quantities 
of  beef  to  enter  the  country.  This  assumption  is  related  to  the  first  in 
that  further  restrictions  on  imports  will  increase  the  real  price  of  beef 
relative  to  other  meat  prices. 

Other  studies  by  academicians  and  the  U.S.  Government  have  tried 
to  project  the  tonnage  benefit  to  the  U.S.  beef  industry  if  the  Japanese 
beef  market  were  to  be  liberalized.  Though  various  authors'  assump- 
tions vary  widely,  an  attempted  composite  view  is  shown  in  Table  2.23. 
It  should  be  noted  that  most  of  the  studies  assumed  "full  liberalization," 
i.e.  a  state  in  which  Japanese  beef  production  goes  unprotected.  As 
the  table  indicates,  a  liberalization  of  the  beef  import  quotas  would 
decrease  the  domestic  price  of  beef  and   increase  imports. 

SUMMARY 

Japan  presents  a  huge  marketing  opportunity  that  will  take  man 
years  to  develop.  With  a  population  of  almost  120  million  --  abou 
one-half  that  of  the  United  States  --  Japan  is  one  of  the  largest  and 
most  compact  consumer-mature  markets  in  the  world. 

The  Japanese  are  late-comers  to  beef  consumption  for  religious, 
geographic  and  economic  reasons. 

Doctrinally,  meat  consumption  was  against  Buddhist  teachings;  only 
upon  the  opening  to  the  West  a  century  ago  did  any  Japanese  experi- 
ment with  consuming  beef.  Geographically,  Japan,  as  an  island  nation 
heavily  dependent  upon  imports  of  land-based  foods,  has  naturally 
turned  to  fish  as  a  major  dietary  element  for  protein.  Economically, 
only  as  Japan  has  begun  experiencing  the  fruits  of  its  economic  success 
is  it  indulging  the  "luxury"  of  beef  consumption. 
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These  factors  pose  enormous  historical  constraints  that  take  co 
temporary  shape  in  the  form  of  the  Japanese  government's  rigorou 
protection  of  domestic  beef  growers  and  processors.  The  web  of  politi- 
cal interests  ranges  from  the  national  security  related  desire  to  promote 
Japanese  food  self-sufficiency  all  the  way  to  the  guilt-induced  social 
contract  to  consign  the  meat  business  to  an  historically  disadvantaged 
minority  of  indigenous   people  called   "Dowa." 

As  a  consequence,  Japan  has  emplaced  an  enormously  complex  beef 
import  regulation  system,  the  core  of  which  is  the  Livestock  Industry 
Promotion  Corporation.  Through  this  quasi-government  organization, 
the  government  implements  its  (a)  price  stabilization,  control  policies, 
(b)  quota  policies  and  (c)  other  subsidies  and  means  of  promoting 
development  of  the  Japanese  domestic  beef  industry. 

Even  though  U.S.  beef  exporters  are  essentially  at  the  mercy  of 
the  Japanese  government,  the  growing  demand  for  beef  in  Japan  makes 
it  an  attractive  object  of  an  exporter's  eye.  The  Japanese  domestic 
beef  industry's  inability,  for  many  reasons,  to  meet  all  of  that  demand 
for  the  foreseeable  future  turns  that  desire  into  a  practicable  oppor- 
tunity. 

But  there  should  be  no  illusions  about  the  difficulty  of  breaking 
into  the  Japanese  market.  Certainly  some  quite  substantial,  sustained 
marketing  efforts  are  required  to  penetrate  the  difficult  Japanese  dis- 
tribution system  and  thereby  reach  the  homes,  supermarkets,  restau- 
rants, schools,  and  hotels  of  the  Japanese  consumer,  as  elaborated  in 
this  study.  And  for  best  impact,  those  efforts  must  be  tailored  with 
Japanese  precision  to  the  exigencies  and  peculiarities  of  the  Japanese 
marketplace  and  culture.  Tailoring  tools  and  methods  are  suggested  in 
Chapter  4. 
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Overall,  the  task  is  complex,  but  the  rewards  can  be  great  for 
those  who  patiently  permeate  through  the  barriers  and  etch  out  a 
competitive  niche  in  the  Japanese  market. 
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CHAPTER   3 
THE   BEEF   MARKET    IN   OTHER    PACIFIC    RIM   COUNTRIES 

INTRODUCTION 

This  chapter  examines  the  beef  markets  in  the  eight  Pacific  Rim 
countries  of  Hong  Kong,  Singapore,  Taiwan,  Korea,  Thailand,  Philip- 
pines, Malaysia  and  Indonesia.  While  there  are  some  obvious  similarities 
among  these  eight  countries,  they  differ  greatly  in  their  size,  popula- 
tion, per  capita  income,  food  tastes  and  preferences,  meat  import  regu- 
lations,   and  available  market  for  imported  beef. 

Tables  3.1  and  3.2  illustrate  some  of  this  diversity.  Table  3.1 
presents  a  brief  economic  profile  of  the  eight  countries.  It  is  especially 
interesting  to  note  the  wide  differences  in  both  real  economic  growth 
and  per  capita  Gross  Domestic  Product  (GDP).  The  Philippines  has  the 
lowest  growth  rate  of  the  eight  countries  while  Indonesia  has  the  small- 
est per  capita  GDP,  at  $590.  On  the  other  hand,  Singapore  has  the 
highest  growth  rate  at  7.9  percent  and  the  largest  per  capita  GDP  at 
$6,571. 

Table  3.2  presents  a  profile  of  the  populations  of  each  of  the 
subject  countries.  Indonesia's  158  million  people  ranks  as  the  largest 
population  of  the  eight  countries  while  Singapore's  2.5  million  ranks  as 
the  smallest.  Readers  of  this  chapter  may  want  to  occasionally  refer  to 
Tables  3.1   and   3.2. 
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As  previously  mentioned,  similarites  do  exist  between  these 
countries.  One  common  factor  is  that  none  of  the  eight  countries  have 
attained  complete  self-sufficiency  in  domestic  beef  supplies,  although 
Thailand  and    Indonesia  are  very  close. 

The  countries  can  be  segregated  into  several  categories.  Hong 
Kong  and  Singapore  are  highly  urbanized,  industrialized  city-states 
with  relatively  high  per  capita  incomes  and  heavy  dependence  on  im- 
ported foodstuffs.  Taiwan  and  Korea  are  classified  as  Newly  Industriali- 
zing Countries  with  rapidly  increasing  incomes  and  are  dependent  on 
certain  classes  of  imported  foods.  Malaysia  is  moving  rapidly  into  the 
same  category.  Thailand  and  Indonesia  are  characterized  by  low  income 
levels  and  almost  complete  self-sufficiency  in  foodstuffs  while  the 
Philippines  is  undergoing  a  severe  economic  crisis  which  has  radically 
changed  import  patterns  for  foods  as  well  as  other  products.  Each  one 
of  these  countries  will  be  examined  separately  in  the  remainder  of  this 
chapter  in  terms  of  their  trade  structure,  beef  imports,  and  meat 
import  regulations. 

HONG    KONG 
Trade  Structure 

Hong  Kong  has  a  large  and  rapidly  growing  number  of  super- 
markets. There  are  more  than  300  large  supermarkets  with  over  1,000 
square  feet  of  floor  space  and  about  300  smaller  supermarkets.  There 
are,  however,  still  about  5,000  small  grocery  stores  in  the  Colony.  By 
1990,  large  modern  supermarkets  will  account  for  about  80  percent  of 
processed  food   sales  at  the  retail   level. 
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The  food  service  sector  is  an  important  outlet  for  fresh  meat  in 
Hong  Kong.  There  are  about  56  hotels  with  more  than  20,000  rooms, 
and  several  others  are  planned  for  the  near  future.  Ships  chandlers 
and     airline     catering    companies    also    use    sizeable    quantities    of    meat. 

Distribution  channels  for  imported  meats  differ  according  to  sector. 
The  larger  retail  supermarket  chains  import  part  of  their  needs  direct 
and  purchase  the  bulk  from  local  specialized  meat  importers.  Large 
first  class  hotels  follow  a  similar  pattern.  Smaller  supermarkets  buy 
from  importers  to  some  extent,  but  usually  go  through  wholesalers. 
Airline  caterers  buy  direct. 

Meat   Import  Regulations 

The  importation  of  meat  and  meat  products  into  Hong  Kong  comes 
under  the  control  of  the  Imported  Meat  and  Poultry  Regulations,  1967, 
Laws  of  Hong  Kong.  Key  provisions  are  that  an  import  license  must  be 
obtained  in  advance  from  the  Director  of  Trade,  Industry  and  Customs, 
Hong  Kong,  for  each  shipment  of  unprocessed  meat.  USDA  approved 
meat  imports  from  the  United  States  do  not  require  prior  approval  from 
the  Hong  Kong  government  for  import.  Health  certificate  and  commodity 
checks  are  carried  out  after  the  meat  arrives  in   Hong   Kong. 

There  are  no  duties  or  import  quotas  on  imported  beef.  No 
government  monopolies  or  price  controls  exist. 

Beef   Imports 

Hong  Kong  imports  100  percent  of  its  beef  for  consumption.  The 
market  for  Hong  Kong  is  satisfied  from  both  live  cattle  imports  and 
imports   of  fresh  and  frozen  meat.      Some  200,000  cattle  were  slaughtered 
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in  Hong  Kong  in  1983.  Almost  all  of  these  were  imported,  with  the 
majority  coming  from  the  People's   Republic  of  China. 

Imports  of  chilled  and  frozen  beef  during  1983  amounted  to  27,500 
tons.  Total  consumption,  including  beef  slaughtered  locally,  amounted 
to  more  than  52,000  tons.  Several  countries  supply  Hong  Kong  with 
chilled  and  frozen  beef  (Table  3.3).  China  supplies  44  percent  of  the 
total  imports.  This  is  in  addition  to  the  previously  mentioned  live 
cattle  imports.  Imports  from  China  are  characterized  by  inconsistent 
grading  and  low  quality.  Consequently,  this  product  is  priced  lower 
than  imports  from  other  countries.  Table  3.3  also  illustrates  average 
wholesale  prices  per  kg  for  various  cuts  of  beef  from  each  of  the  major 
source  countries. 

Brazil  imports  are  of  acceptable  quality  and  comprise  24  percent  of 
Hong  Kong's  beef  imports.  Brazilian  beef  imports  to  Hong  Kong  consist 
primarily  of  frozen  boneless  beef  "knuckle."  Knuckle  refers  to  meat 
from  shank  or  shinbone.  It  is  generally  stringy  and  of  poorer  quality 
in  relation  to  cuts  from  other  parts  of  the  animal.  The  average  1983 
price  for  this  type  of  meat  was  $15.85  (HK)  per  pound  which  was 
almost  the  same  as  the  price  of  imported   Chinese  knuckle  meat. 

Australia,  which  commanded  12  percent  of  the  import  market  in 
1983,  offers  good  quality  beef  at  reasonable  prices.  Most  Australian 
beef  imports  are  frozen.  Imports  from  New  Zealand  accounted  for  10 
percent  of  the  import  market  and  are  also  primarily  of  the  frozen  vari- 
ety. Beef  from  New  Zealand  is  generally  considered  as  having  better 
quality  than  imported  Australian  beef.  Consequently,  it  generally  com- 
mands a  higher  price. 
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Table  3.3  Sources,    Types,    and   Prices  of  Hong   Kong's   Beef   Imports,    1983 


Item 

China 

Brazil 

Australia 

New 
Zealand 

U 

.S.A. 

Othl 

Volume 
(metric  tons) 

Percent  of  Total 

12,100 
44.0% 

6,600 
24.0% 

3,300 
12.0% 

2,750 
10.0% 

825 
3.0% 

1/1 

18.50 

18.50 



30.00 

26.00 

87.50 

40.70 

45.50 

117.50 

(Total  =  27,500  mt) 

Average  Wholesale 
Prices  Per   KG  (HK) 

Offal   -   Frozen  22.00 
Knuckles   (Shank) 

Frozen  15.60  15.85 

Striploin-Frozen  13.60 

-Chilled 

Steaks-Frozen  12.30  --- 

Veal    Loins-Frozen       8.70  —  —  — 

Brisket-Frozen  10.00  —  

Neck  Meat-Frozen       8.70  —  —  --- 

Rump-Frozen  12.30  —  

Top  Sides-Frozen  13.90  —  23.75  24.00 

Breast-Frozen  9.70  —  ---  — 

Shin-Frozen  8.70  —  ---  — 

Tenderloin-Frozen      —  — 

-Chilled 
Cube   Roll-Frozen        ---  — 

-Chilled      --- 

O.P.    Rib-Frozen         — 

-Chilled 
Short   Loin-Frozen      ---  --- 

-Chilled      — 
T-Bone-Chilled  —  — 

Veal    Loin-Frozen         ---  --- 

Veal    Legs-Frozen        —  

Grnd   Beef-Frozen       — 

Prime  Rib-Frozen        —  — 

-Chilled 
Short  Rib-Frozen        —  — 

-Chilled 
RibEye  Roll-Frozen   —  — 

-Chilled   --- 
Sirloin-Frozen  ---  — 

-Chilled 


a/       "Others"   includes  Japan,    Holland,    Denmark,   Singapore,   West  German* 
Uruguay,    South  Africa,    and  Canada 

$7.8  Hong   Kong  =  $1    U.S. 
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50.00 

48.00 

100.00 

69.30 

75.00 

160.00 

--- 

25.00 

— 

52.80 

55.00 

— 



... 

60.00 

37.40 

45.00 



... 



75.00 



51.00 

120.00 



55.00 

100.00 

... 

75.00 



... 

53.00 



___ 

... 

50.00 

... 



80.00 





102.50 





75.00 

... 

... 

97.50 





117.50 

... 

... 

75.00 

... 

... 

100.00 

imported  beef  from  the  U.S.  is  normally  frozen  and  is  top  quality. 
Prices  vary  widely  depending  upon  the  grade  of  beef.  Table  3.3  illus- 
trates average  prices  for  U.S.  beef.  These  prices  are  substantially 
higher  than  beef  from  other  countries.  Presumably,  this  reflects  better 
quality.  However,  the  U.S.  had  only  a  3  percent  share  of  the  import 
market  in  1983. 

Imported  beef  from  other  countries  includes  frozen  veal  from 
Holland  and  chilled  beef  from  Alberta,  Canada.  A  wide  variety  of 
primal  and  also  lesser  quality  cuts  from  Japan,  Denmark,  Singapore, 
West  Germany,    Uruguay,   and  South  Africa  is  also  imported. 

Beef   Importers 

There  are  between  30  and  40  companies  importing  frozen  and 
chilled  beef  into  Hong  Kong  but  only  a  few  have  large  operations.  Ng 
Fung  Hong  is  the  sole  importer  of  frozen  beef  from  China  and  commands 
44  percent  of  the  import  market.  Ng  Fung  Hong  uses  nine  sub- 
distributors   but    declined    to    reveal    their    names    during    an    interview. 

Hong  Kong  Refrigeration  Company  imports  about  5,500  metric  tons 
or  about  20  percent  of  the  market.  The  balance  of  the  market  is  split 
among  several  smaller  companies  including  Colorado,  Etak,  Air  Fresh, 
Worldland  Trading,    Nza,   Silco,   and  Sims  Trading. 

In  general,  margins  for  these  importers  are  relatively  modest  due 
to  the  competitive  nature  of  the  market.  Margins  on  Brazilian  imports 
range  from  5  to  10  percent  of  the  retail  value  while  Chinese  import 
margins  vary  from  2  to  4  percent.  Australian/New  Zealand  import 
margins  range  from  5  to  15  percent  while  U.S.  import  margins  range 
from  15  to  25  percent.  As  expected,  the  margins  are  higher  on  the 
higher  quality  imports. 
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Consumption 

The  highest  quality  beef  is  used  in  most  western  style  eating 
establishments  and  at  top  international  hotels  and  clubs.  Quality  rather 
than  price  is  the  key  factor  in  determining  beef  purchases  for  this  end 
user.  Top  grade  U.S.  frozen  beef  and  the  better  quality  portions  from 
Australia  and  New  Zealand  are  served  in  these  eating  establishments. 
The  airline  catering  industry  is  another  user  of  this  type  of  beef.  The 
most  popular  cuts  include  striploin,  sirloin,  tenderloin,  rib,  rib  eye, 
cube  roll,   and  T-bone. 

Supermarkets  sell  primarily  imported  frozen  and  chilled  beef  from 
Australia  and  New  Zealand.  Key  fast  food  outlets  import  directly  from 
either  the  U.S.  or  Australia.  For  example,  McDonalds  in  Hong  Kong 
imports  900  metric  tons  of  beef  patties  from  Australia  each  year. 
Burger  King  imports  110  metric  tons  of  beef  patties  from  the  U.S.  each 
year.  Maxims  and  Cafe  De  Coral  use  imported  (U.S.,  Australia  and 
New   Zealand)    beef   and   fresh    beef   which    is    slaughtered    in    Hong   Kong. 

Chinese  restaurants  use  frozen  beef  from  China  and  Brazil.  This 
beef  is  usually  in  the  form  of  knuckle  or  edible  offals.  Frozen  beef 
from  China  also  sells  through  local  Chinese  retail  establishments  and 
competes  with  fresh  beef. 

In  addition  to  Chinese  restaurants,  local  Chinese  food  processors 
also  use  lower  quality  beef  in  their  products.  Stews  and  curries, 
frozen  beef  balls,  and  fresh  beef  balls  and  sausages  (made  from  frozen 
beef)  are  examples  of  products  which  are  made  from  lesser  cuts  of 
beef.  Winner  Foods  is  the  only  large  scale  producer  of  frozen  beef 
balls  which  it  markets  as  "Homay"  brand.  However,  numerous  small 
producers    of   unbranded   fresh    beef   balls   and    sausages    make   estimating 
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the  size  of  this  market  difficult.  Some  estimates  of  this  market  indicate 
that  the  use  of  lower  quality  meats  is  well  below  500  metric  tons  per 
month. 

The  number  of  travelers  to  both  Hong  Kong  and  to  China  using 
Hong  Kong  as  a  gateway,  continues  to  increase.  U.S.  beef  imports, 
although  not  large  compared  to  total  imports,  should  also  continue  to 
grow. 

The  Hong  Kong  market  is  highly  competitive.  In  order  to  pene- 
trate that  market,  a  beef  exporter  must  devote  time  and  effort  to 
selecting  a  good  distributor  and/or  building  up  a  direct  sales  clientele 
among  larger  users.  A  presence  in  the  market  as  well  as  building  a 
reputation  for  quality,  consistency,  reliability  and  competitive  prices 
is  also  essential. 

SINGAPORE 
Trade  Structure 

Supermarkets  are  gradually  replacing  small  retail  shops  in  the 
Singapore  food  retailing  sector.  There  are  presently  45  large  super- 
markets accounting  for  45  percent  of  total  sales,  as  well  as  139  mini- 
markets which  account  for  an  additional  20  percent.  Small  grocery 
stores  number  1,500. 

By  1990,  sales  of  both  large  and  small  supermarkets  should  reach 
80  percent  of  total  retail  sales  from  the  current  share  of  about  65 
percent.  Much  of  the  expansion  will  come  in  the  mini-market  category 
rather  than  the  larger  supermarkets. 

First  class  hotels  and  western  style  restaurants  are  the  most 
important  outlets   for  higher  quality  beef.      There  are  16,000  hotel   rooms 


87 


in  Singapore.  By  the  end  of  1986  this  will  increase  to  29,000.  By 
mid-1986  there  will  be  72  first  class  hotels  in  Singapore,  each  of  which 
will   have  at  least  two  or  three  western   style  restaurants. 

There  are  also  a  number  of  caterers  supplying  both  offshore  oil 
rigs  and  airlines.  The  government  handles  procurement  for  the  military 
and  government  owned  enterprises. 

Because  of  its  compact  size  and  well  organized  infrastructure, 
there  are  no  particular  physical  distribution  problems  in  Singapore. 
Meat  importers  generally  supply  directly  to  key  foodservice  outlets  and 
supermarkets  and  use  wholesalers  to  supply  smaller  outlets. 

Meat   Import  Regulations 

U.S.  origin  meat  and  meat  products  imports  are  freely  allowed  into 
Singapore  since  they  meet  all  local  government  requirements  for  health 
and  sanitation.  Government  officials  regularly  carry  out  spot  checks  in 
the  market  to  verify  that  local  regulations  are  observed  by  foreign 
exporters. 

Singapore  is  essentially  a  free  port.  There  are  no  duties  or  other 
tariff  or  nontariff  barriers  to  imports  of  meat  and  meat  products  into 
Singapore. 

Beef   Imports 

All  beef  supplies  for  Singapore  are  imported.  Only  1,215  head  of 
live  cattle  were  imported  for  slaughter  in  1983.  Net  imports  of  chilled 
and  frozen  beef  amounted  to  10,000  tons,  for  a  total  beef  supply  of 
10,153  tons. 
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The  U.S.  supplied  only  700  tons  of  beef  to  Singapore  in  1983. 
The  major  suppliers  were  Australia  and  New  Zealand,  with  substantial 
supplies  of  very  poor  quality  Indian  beef  coming  in  for  the  local  wet- 
markets   (butcher  shops). 

The  primary  reason  for  the  poor  showing  by  U.S.  beef  was  its 
price.  U.S.  frozen  beef  landed  in  Singapore  is  25  to  40  percent  more 
expensive  than  New  Zealand  chilled  beef,  due  to  the  strength  of  the 
U.S.  dollar.  While  the  U.S.  beef  is  obviously  of  much  higher  quality 
and  is  preferred  by  the  hotels  and  restaurants,  the  price  differential 
removes  any  incentive  to  buy  U.S.  beef.  Thus,  only  the  very  top 
hotel   restaurants   represent  customers  for  U.S.    beef. 

The  leading  suppliers  from  the  United  States  are  Monfort,  Iowa 
Beef  Processors  (IBP),  Colonial  Meats,  King,  and  Shenson.  There  is 
very  little  use  of  portion  control  cuts,  because  of  its  higher  price. 
Portion  control  cuts  are  sub-primal,  ready-to-prepare  portions.  There 
is  also  very  little  demand  for  halal  slaughtered  beef  (according  to 
Muslim  custom). 

Beef  imports  will  continue  to  grow  as  Singapore's  consumers  eat 
more  beef  and  as  tourist  travel  increases.  The  future  growth  of  U.S. 
beef  imports  will  continue  to  be  slow  as  long  as  the  U.S.  dollar  main- 
tains its  current  strength.  The  Singapore  market  is  highly  competitive 
and  requires  at  least  the  same  amount  of  effort  and  time  as  is  required 
to  break  into  the  Hong   Kong  beef  market. 


89 


TAIWAN 
Trade  Structure 

Taiwan  has  a  large  number  and  great  variety  of  retail  food  stores. 
There  are,  however,  only  about  35  major  supermarkets.  Smaller  super- 
markets,  or  mini-markets,    account  for  an  additional   1,500  outlets. 

Specialized  importers/distributors  handle  beef  imports  and  sales  in 
Taiwan.  The  most  important  outlets  are  the  major  hotels,  although 
supermarkets  are  becoming  increasingly  important  as  are  western  style 
restaurants.  Most  of  the  food  service  outlets  buy  directly  from  the 
importer/wholesalers . 

Meat   Import  Regulations 

Prices  for  imported  goods  are  indirectly  controlled  through  select- 
ive use  of  import  duties.  Tariffs  for  imported  beef  vary  according  to 
quality.  Normally,  tariffs  are  higher  for  higher  quality  beef.  How- 
ever, the  U.S.  has  recently  negotiated  a  bilateral  trade  agreement  witt 
Taiwan  which  gives  U.S.  beef  an  advantage  over  others.  For  example, 
the  tariff  on  choice  U.S.  beef  is  $0.58  per  kg  while  lower  quality 
Australian  and  New  Zealand  beef  is  charged  $0.75  per  kg.  There  are 
no  beef  import  quota  restrictions. 

Beef   Imports 

At  the  present  time,  due  to  price  differentials,  only  the  top  class 
hotels  in  Taiwan  are  interested  in  American  beef.  Total  beef  imports 
are,    however,    growing   rapidly. 

Beef  imports  in  1983  amounted  to  23,000  tons  valued  at  $63  million, 
Total     U.S.     beef    imports    were    1,400    tons,    or    about    7    percent    of    all 
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imports,  valued  at  $6.6  million.  Most  of  the  U.S.  beef  was  choice 
grade. 

Overall,  total  beef  imports  have  more  than  doubled  during  the  past 
three  years,  from  only  10,800  tons  in  1980.  Growth  is  expected  to 
remain  strong.  However,  the  U.S.  share  of  the  market  will  move  up 
slowly  as   long  as  the  dollar  remains  strong. 

The  major  U.S.  suppliers  to  the  Taiwan  market  are  King,  which  is 
the  strongest  competitor;  Shenson,  which  does  not  do  as  well  in  Taiwan 
as  elsewhere  in  the  region;  and  IBP,  which  is  just  beginning  to  make 
some  spot  sales.      The  Hilton   Hotel   buys  direct. 

There  are  about  30  beef  importers  in  Taiwan.  Only  a  few  of 
these,    however,    handle  U.S.    beef. 

As  seen  from  the  user  side,  one  of  the  serious  problems  with 
purchases  of  U.S.  beef  is  that  the  importers  do  not  guarantee  quality. 
Most  of  the  buyers  are  not  yet  familiar  with  U.S.  beef  suppliers  and 
grades.  With  frozen  beef  particularly,  there  is  considerable  quality 
deterioration  due  to  poor  handling  and  the  generally  poor  state  of  the 
Taiwan  cold  storage  chain.  If  beef  could  be  supplied  in  chilled  form,  it 
would  result  in  greater  market  penetration,  since  local  fresh  beef 
brings  about  a  40  percent  premium  over  imported  frozen  beef.  The 
Taiwanese  generally  prefer  some  extra  fat  on  their  beef.  However, 
users  of  U.S.  beef  complain  that  too  much  fat  is  trimmed  by  U.S. 
processors. 

Most  of  the  U.S.  beef  is  brought  in  as  choice  strip  loin,  sirloin, 
and  tenderloin.  The  bulk  of  the  supply  consists  of  boneless  primal 
cuts.  There  is  almost  no  use  of  portion  control  cuts  because  of  the 
higher   price.      The   only   exception   is  a   limited  amount  of  portion  control 
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steaks  used  by  airline  caterers.  Very  little  U.S.  prime  beef  is  im- 
ported . 

Hotels  and  western  style  restaurants  are  the  principal  users  of 
U.S.  beef.  There  are  20  first  class  hotels  in  Taipei  with  more  than 
8,000  rooms.  U.S.  beef  is  used  in  grill  rooms  and  Teppanyaki  restau- 
rants. Coffee  shops,  buffets,  and  Chinese  restaurants  primarily  use 
New  Zealand  and  Australian   imported  beef. 

Taiwan  appears  to  offer  the  most  favorable  prospects  for  import 
market  growth  in  the  region,  outside  of  Hong  Kong  and  Singapore. 
Steak  houses  and  Japanese  restaurants  are  becoming  increasingly  popu- 
lar. Consumption  of  all  types  of  meat  is  growing  rapidly  in  Taiwan, 
and  beef  is  the  only  type  of  meat  in  which  Taiwan  is  not  presently,  nor 
will   in  the  foreseeable  future,    be  self-sufficient. 

Because  of  the  mixed  reception  accorded  U.S.  beef,  any  U.S. 
supplier  seeking  to  gain  a  significant  market  share  needs  to  have  a 
representative  in  the  region  to  make  sales  calls  on  a  regular  basis  and 
handle  problems  as  they  arise. 

KOREA 
Trade  Structure 

Korea  has  experienced  rapid  development  of  supermarkets 
throughout  the  nation  during  the  past  ten  years.  At  the  present  time 
there  are  almost  5,000  small  supermarkets,  or  mini-markets,  and  more 
than    800    large,     modern    supermarkets    with    multiple    checkout    stands. 

Since  there  are  very  few  imported  processed  foodstuffs  in  Korea  as 
yet,  except  to  supply  major  hotels  and  foreigner's  commissaries,  there 
are  in  effect  no  importers/distributors  in  the  foodstuff  area.  An  ex- 
ception   exists    in    the    case    of    imported    beef    supplied    to    major    hotels. 

92 


In  this  case,  the  government  Food  Supply  Center  (FSC),  under 
the  Ministry  of  Transportation,  Bureau  of  Tourism,  deals  through  four 
primary  importing  agents.  These  agents,  who  can  supply  only  the 
five-star  hotels,  are  Samsung  Trading,  Daewoo  Trading,  Golden  Bell 
Trading    and    Lotte    Trading.      Daewoo  and    Lotte  each   own   hotels   as   well. 

Meat   Import   Regulations 

Duties  on  imported  unprocessed  beef  are  30  percent.  In  addition 
to  tariff  duties,  all  food  imports  are  subject  to  a  defense  tax  of  2.4 
percent  plus  various  other  taxes,  including  a  10  percent  value  added 
tax.  Beef  must  be  imported  by  a  licensed  importer.  In  effect,  how- 
ever, a  quasi-governmental  organization,  the  National  Livestock  Co- 
operative Federation,  which  is  government  organized  and  controlled,  is 
responsible  for  all  beef  and  live  cattle  imports  into  Korea,  except  for 
hotel   purchases. 

Beef   Imports 

Korea  produced  only  about  86,000  tons  of  beef  in  1984,  or  about 
one-half  of  its  total  requirements.  Of  this  total,  more  than  11,000  tons 
came  from  the  slaughter  of  imported  feeder  calves. 

Beef  imports  in  1980  totaled  less  than  9,000  tons.  By  1983,  how- 
ever, imports  had  grown  to  almost  66,000  tons,  of  which  more  than 
7,000  tons  were  boneless  beef.  The  great  majority  of  the  imports  were 
frozen  beef  from  Australia  and  New  Zealand.  The  U.S.  share  of  the 
imported  beef  market  was  only  1,000  metric  tons  and  aimed  entirely  at 
the  five-star  hotel   trade. 


93 


The  hotel  industry  is  expanding  rapidly  in  preparation  for  the 
1988  Olympics.  In  1984,  there  were  eight  first  class  hotels  in  Korea: 
Hyatt,  Shilla,  Lotte,  Westin  Chosun-Seoul,  Plaza,  Westin  Chosun-Pusan, 
Sheraton,  and  Hilton.  Six  additional  first  class  hotels  are  to  be  built 
by  1988.  They  are  Sofitel,  Lotte-Pusan,  Lotte-Seoul  (extension), 
Warwick-Pusan,    Paradise-Cheju,    and   Hyatt-Cheju. 

U.S.  imports  of  top  round  and  chuck  are  used  in  sausage,  stews, 
and  Korean  dishes.  Sirloin,  tenderloin,  and  prime  rib  are  used  for 
steaks   and   roasts.      Lesser  cuts  are  used   in  a  variety  of  Korean  dishes. 

The  FSC  supplied  first  class  hotel  market  for  imported  special  cuts 
is  highly  competitive  and  new  participants  are  regularly  attempting  to 
enter.  Several  U.S.  suppliers  dominate  the  market.  Shenson  is  the 
leader  in  special  cuts.  They  have  established  a  position  of  being 
reliable  in  at  least  five  hotels.  Iowa  Beef  Processors  (IBP)  sells 
standard  cuts  through  the  FSC  which  are  further  trimmed  and  prepared 
on  site.  IBP  has  established  itself  as  a  reliable  supplier.  Luce  main- 
tains a  solid  third  position  as  a  beef  supplier.  New  entrants  into  the 
market  include  Facciola  and  Monfort. 

Beef  imports  are  likely  to  continue  to  grow  at  a  rapid  pace  in 
Korea,  as  incomes  continue  to  rise  and  since  local  production  cannot 
keep  pace  with  the  growth  in  demand.  Sales  of  U.S.  beef  will  continue 
to  be  made  primarily  to  the  first  class  hotels.  While  licensed  importers 
bring  in  the  U.S.  hotel  beef,  the  hotels  themselves  specify  suppliers. 
Thus,  the  American  beef  supplier  seeking  to  break  into  the  hotel 
market  in  Korea  must  promote  his  product  directly  to  the  five-star 
hotels. 
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THAILAND 
Trade  Structure 

There  are  approximately  100  supermarkets  in  Thailand,  mostly  in 
the  Bangkok  area.  They  account  for  only  about  10  percent  of  total 
retail   food   sales. 

Food  distribution  outside  of  Bangkok  is  difficult  because  of  long 
distances  and  an  inadequate  transportation  infrastructure.  Beef  is  im- 
ported by  three  distributors,  which  include  a  food  service  company,  a 
supermarket  chain  that  also  distributes  directly  to  other  outlets,  and  an 
independent  distributor.  In  addition,  several  hotels  have  formed  a 
consortium  to  buy  beef  directly  from   U.S.    exporters. 

Meat   Import   Regulations 

Importing  beef  into  Thailand  is  a  costly  and  difficult  process. 
Beef  is  one  of  the  items  that  is  closely  regulated  by  the  Thai  govern- 
ment.     Special   import  licenses  are  required. 

The  cost  of  importing  beef  is  one  of  the  most  onerous  aspects  of 
the  trade.  Duties  include  60  percent  ad  valorem,  11  percent  profits 
tax,  7  percent  sales  tax  and  an  additional  20  percent  surcharge  on  beef 
which   is  not  charged  on  other  imported  meats. 

Beef   Imports 

Thailand,  therefore,  imports  very  little  beef.  Most  consumption  is 
from  local  animals.  This  beef  is  very  poor  quality  compared  to  outside 
supplies,    however. 

The  major  control  of  beef  imports  by  the  government  is  through 
high    duties.       All     beef    importers    must    be    licensed.       The    major    beef 
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importers  include  Spinney's,  which  supplies  hotels,  its  own  supermarket 
chain  and  offshore  oil  exploration  rigs;  Siam  Foods,  to  hotels  and 
offshore  oil  exploration;  Offshore  Trading  Company,  which  primarily 
services  hotels;  and  Foodland  Supermarkets,  which  supplies  its  own 
supermarkets  and  western   restaurants  in   Bangkok. 

The  major  suppliers  are  Shenson,  King,  Monfort  and  some  lesser 
suppliers.  Local  hotels  attempted  to  buy  direct  in  1983  but  had  dif- 
ficulties   with    the    size    of    order    required,    storage,    and   other   factors. 

The  total  import  market  for  beef  in  Thailand  amounts  to  about  100 
to  120  tons  per  year,  which  goes  to  first  class  hotels  and  two  super- 
market chains.  Of  total  imports,  70  to  80  percent  are  supplied  by  the 
U.S.  This  is  largely  due  to  the  fact  that  these  imports  only  go  to  the 
top  hotel  restaurants  and  to  expatriates  shopping  in  the  better  super- 
markets.     Therefore,   quality  is  paramount  to  price. 

U.S.  beef  comes  in  a  limited  number  of  cuts  with  40  to  45  percent 
being  rib  roast,  25  to  30  pecent  boneless  strip  loin,  10  to  15  percent 
defatted    tenderloin,    and    10    to   25    percent   rib   eye    roll    and    short    loin. 

Portion  control  cuts  are  considered  too  expensive  to  use  by  the 
food  service  sector.  New  Zealand  garners  about  20  percent  of  the 
import  market  and  supplies   rounds,   flanks,   and  silversides. 

The  market  for  good  quality  beef,  supplied  primarily  by  the  United 
States,  will  continue  to  grow  in  Thailand,  from  a  very  small  base. 
Growth,  however,  will  be  slow  and  will  depend  on  growth  in  tourist 
trade. 

Beef  importers  in  Thailand  tend  to  represent  one  U.S.  supplier 
exclusively,   making   it  more  difficult  to  break  into  the  market. 
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PHILIPPINES 
Trade  Structure 

The  retail  trade  structure  in  the  Philippines  consists  of  160  large, 
modern  supermarkets,  of  which  two-thirds  are  in  the  Manila  metropolitan 
area.  There  are  also  46,000  larger  grocery  stores  and  some  350,000 
small    stall-stores   selling   a   small,    limited   selection  of  merchandise. 

Most  importer/distributors  that  have  managed  to  stay  in  business 
during  the  current  economic  problem  era  have  gotten  out  of  the  con- 
sumer product  line.  Thus,  for  all  intent  and  purposes,  there  are  at 
present  no  importers  of  beef  in  the  Philippines. 

Meat   Import  Regulations 

The  current  economic  problems  of  the  Philippines  have  produced  a 
closed  market  for  imports  of  most  foodstuffs.  However,  the  import 
regime  is  gradually  being  liberalized.  It  is  too  early  to  tell  what  effect 
this  will   have  on   beef  imports. 

Import  restrictions  notwithstanding,  the  tariff  rate  for  unprocessed 
beef  is  officially  listed  at  five  percent.  This  is  the  lowest  tariff  level 
for  any  class  of  imported  meat. 

Beef   Imports 

Per  capita  consumption  of  beef  in  the  Philippines  was  2.55  kg  per 
capita  in  1983.  Some  90  percent  of  the  beef  supply  has  historically 
been  produced  locally.  The  meat  industry  of  the  Philippines,  however, 
claims  that  if  incomes  were  adequate  and  supplies  available,  demand 
would  be  such  that  only  about  one-half  of  the  total  required  supply 
could   be  provided  from  domestic  sources. 
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Between  1981  and  1983  beef  imports  fluctuated  between  5,000  and 
12,000  tons  per  year.  U.S.  imports  were  only  about  50  tons  per  year, 
supplied  mainly  to  five-star  hotels. 

MALAYSIA 
Trade  Structure 

There  are  currently  about  66  western  style  supermarkets  in 
Malaysia.  Mini-markets  or  small  supermarkets  number  about  100. 
These  two  categories  account  for  about  10  to  15  percent  of  total  retail 
food  sales. 

Food  distribution  in  Malaysia  is  generally  more  efficient  than  in 
most  other  Southeast  Asian  countries.  Most  meat  is  imported  by  sub- 
sidiaries of  large  regional  distribution  firms.  The  physical  infra- 
structure in  Malaysia  is  also  superior  to  that  in  many  other  countries  of 
the  region. 

Meat  distribution  is  similar  to  that  of  other  foods  except  for  cold 
chain  requirements  (cold  storage  holdings).  Full  line  distributors 
handle  many  meat  products.  Beef  imports,  however,  are  handled  by 
specialized   importer  distributors. 

Meat   Import  Regulations 

Malaysia  has  few  import  restrictions  on  unprocessed  beef.  There 
are  no  duties  charged  on  beef  imports.  All  importers  must,  however, 
be  licensed   by  the  government. 

The  major  import  requirement  is  that  all  beef  imported  into 
Malaysia  must  be  halal   slaughtered   (according  to  Muslim  custom). 
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Beef   Imports 

Malaysia  produces  less  than  60  percent  of  its  beef  requirements. 
Local  production  in  1983  amounted  to  13,700  tons.  Imports  were  ap- 
proximately  10,200  tons  during   this   period. 

Beef  imports  are  rising  rapidly.  Imports  grew  from  7,600  tons  in 
1980  to  1983's  total  of  10,200  tons.  Beef  imports  are  sourced  from 
different  locations  according  to  end   use   (Table  3.4). 


Table  3.4  Sources,    Uses,    and  Quantities  of   Imported   Beef  in 

Malaysia,    1983 


Source 


Tons 


Outlet 


U.S. 

73 

New  Zealar 

id 

74 

Australia 

5,806 

Brazil 

83 

India 

6,797 

First  class  hotels 

First  class    hotels,    supermarkets 

Hotels,    supermarkets,    restaurants 

Wet  markets 

Wet  markets 


There  are  only  two  importers  of  U.S.  beef.  Pok  Brothers  im- 
ported 43  tons  in  1983.  Malayan  Refrigeration  imported  30  tons.  The 
only  two  suppliers  of  U.S.  beef  are  King,  represented  by  Pok 
Brothers;  and  Shenson,  represented  by  Malayan  Refrigeration.  Both 
have  exclusive  representation  but  indicated  willingness  to  talk  to  other 
suppliers  as   long  as  they  could   supply  Halal   beef. 

Most  hotels  use  U.S.  beef  for  their  grill  rooms  and  European 
restaurants.  New  Zealand  or  Australian  beef  is  served  in  the  coffee 
shops  and  Chinese  restaurants  of  even  the  top  hotels.  The  Hilton  Hotel 
is   an    exception.      All    of  the   beef   used    by   the    Hilton    Hotel    is   from   the 
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U.S.       The    Hilton    management    has    adopted    this    policy    as    a   marketing 
tool. 

INDONESIA 
Trade  Structure 

There  are  only  about  75  supermarkets  in  Indonesia.  Most  of  these 
are  in  the  Jakarta  metropolitan  area  and  a  large  portion  of  their 
clientele  represents  expatriates  working   in    Indonesia. 

Beef  importers  tend  to  be  specialized  importer/distributors,  super- 
market chains  or  food  processing  companies.  There  are  approximately 
six  importers  of  U.S.  beef.  The  business  is  extremely  competitive  with 
several   new  firms  currently  attempting  entry. 

Import  Regulations 

Basic  policy  of  the  Indonesian  government  is  to  encourage  self- 
sufficiency  in  meat  and  meat  products.  All  frozen  meat  imports  from 
Singapore  were  recently  banned. 

Beef  can  only  be  imported  by  government  licensed  importers.  The 
duties  on  unprocessed  beef  are  approximately  30  percent.  While  there 
has  been  no  decision  thus  far,  it  is  probable  that  imported  beef  at  some 
point  may  have  to  be  Halal  slaughtered.  It  is  even  conceivable  that 
beef  imports  may  be  completely  banned  someday,  since  a  local  feedlot 
industry  is  just  starting   up. 

Beef   Imports 

Local  beef  production  grew  from  226,000  tons  in  1981  to  240,000 
tons    in     1983.       Some    50    tons    of    domestically    produced    beef    is    being 
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shipped  from  the  island  of  Bali  to  Jakarta  each  month.  Dairy  beef 
feeding  has  just  started  and  will  eventually  replace  some  of  the  better 
quality  imported  beef. 

Total  beef  imports  in  1983  amounted  to  1,700  tons,  valued  at  $5 
million  CIF  (landed  cost  in  Indonesia.)  Imports  from  the  U.S.  were  356 
tons  valued  at  more  than  $1   million. 

All  U.S.  imports  are  choice  grade,  supplied  in  a  limited  number  of 
primal  cuts.  Most  U.S.  imports  go  to  first  class  hotels.  No  portion 
control  cuts  are  imported. 

U.S.  beef  is  imported  by  half  a  dozen  licensed  importers.  P.T. 
L'Or  formerly  dominated  the  market.  The  market  share  of  this  company 
has  dropped  to  40  percent  recently  due  to  competition  from  new  ent- 
rants into  the  market. 

P.T.  Gelael  and  C.V.  Hero  supermarket  chains  are  also  beef 
importers/wholesalers.  American  suppliers  include  Shenson,  King,  IBP 
and  others  on  a  smaller  scale.  IBP  has  only  recently  entered  the 
market  but  is  doing  well. 

The  ten  first  class  hotels  in  Indonesia,  mostly  in  Jakarta,  repre- 
sent the  most  important  markets  for  U.S.  beef.  U.S.  beef  is  used  in 
grill  rooms,  on  prime  rib  carts,  etc.  Most  common  U.S.  cuts  are  prime 
rib,  strip  loin  and  tenderloin.  New  Zealand  and  Australian  beef  is  used 
in  coffee  shops,    buffets  and   Chinese  restaurants. 

SUMMARY 
In     1983,     the    eight    countries    analyzed    in    this    chapter    consumed 
868,000    tons    of    unprocessed    beef.      Table   3.5   shows   that   151,000   tons 
were  imported. 
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The  major  market  for  U.S.  beef  in  most  of  the  Asian  countries  is 
the  food  service  sector,  particularly  the  first  class  tourist  hotels.  This 
is  true  to  a  lesser  degree  in  Hong  Kong  and  Singapore  where  a  sizeable 
and  affluent  middle  class  as  well  as  significant  expatriate  populations 
are  consuming  more  high  quality  U.S.  beef.  The  competition 
for  U.S.  exporters  in  these  markets  comes  primarily  from  Australia 
and   New  Zealand  and  to  a   lesser  extent,    from   Brazil   and    India. 


Table  3.5  Consumption     and     Imports    of    Beef    in    Eight    Pacific    Rim 

Countries,    1983 


Country 


Consumption 
(Metric  Tons) 


Consumption 

Consumption 

Per  Capita 

(Metric  Tons) 

(kilograms) 

27,200 

10.2 

1,700 

1.5 

10,200 

3.0 

12,600 

2.6 

10,000 

4.8 

65,900 

2.9 

23,000 

2.0 

120 

4.5 

Hong    Kong 

Indonesia 

Malaysia 

Philippines 

Singapore 

Korea 

Taiwan 

Thailand 

TOTAL 


56,000 
240,000 

44,000 
132,000 

12,000 
120,000 

36,000 
228,000 
868,000 


151,000 
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CHAPTER   4 
EVALUATION    AND   STRATEGY    FOR    THE    PACIFIC    RIM 

THE   JAPANESE   BEEF  MARKET 

The  Japanese  market  should  be  viewed  as  a  long  term  rather  than 
a  quick-hit  market.  The  entire  Japanese  culture  moves  relatively 
slowly,  on  the  rails  of  relationships  slowly  and  painstakingly  hammered 
into  place.  In  addition,  the  Japanese  meat  industry  is  laced  with 
cumbersome  structures  and  special  privileges  for  entrenched  interests 
that  can  frustrate  an  ambitious  marketing   plan. 

Those  companies  that  have  been  most  successful  in  Japan  have 
learned  to  take  Japan  on  its  own  terms.  They  have  taken  the  time  to 
study  the  market;  to  be  introduced  to  not  only  its  key  commercial 
players  but  also  to  senior  government  officials  who  enjoy  considerable 
reputational  and  "spiritual"  sway  in  the  Japanese  business  community; 
to  learn  the  ways  of  the  market;  and  to  develop  long  term  relationships 
that  comport  with  the  nation's  own  long  term  psychology  and  definition 
of  its  well-being. 

The  pillars  of  an  effective  export  strategy  should  include  education 
orientation,  relationship  development,  permanent  market  presence,  and 
consideration  of  joint  venture  opportunities.  Each  of  these  will  be 
discussed  in  detail   in  the  following   sections. 
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Education  Orientation 

The  educational  process  is  a  two  way  street.  Clearly  the  Montana 
interests  need  to  absorb  as  much  as  possible  about  the  Japanese  beef 
market  and  Japan's  often  unique  ways  of  doing  business.  Beyond  that, 
the  Montana  interests  should  begin  educating  the  Japanese  concerning 
the  desires  and  capabilities  of  Montana  beef  growers. 

Travel  on  this  two  way  street  began  with  a  trip  by  Montanans  to 
Japan.  A  return  trip  by  Japanese  counterparts  should  be  encouraged 
as  soon  as  feasible. 

Further  dialogue  and  printed  information  exchanges  between  the 
Montana  exporters  and  relevant  Japanese  meat  companies,  distributor 
companies,   and  trading  companies  would  be  useful  for  both  sides. 

Relationship   Development 

Beginning  even  with  the  initial  trip  to  Japan,  the  Montana  in- 
terests   should    begin    developing    steady    contact    with    several    groups. 

U.S.    Embassy 

Ambassador  Mansfield,  because  of  both  his  official  capacity  and  his 
unique  connection  to  Montana,  could  be  of  enormous,  though  impalpable, 
assistance.  Even  though  he  is  not  in  a  position  to  show  favoritism  to 
Montana,  his  root  association  with  the  state  draws  the  attention  of  the 
Japanese  eye. 

Moreover,  Ambassador  Mansfield  may  be  willing  to  help  the  effort 
in  quite  tangible  line-of-duty  ways,  such  as  introducing  a  Montana 
delegation  to  key  Japanese  governmental  leaders,  perhaps  at  MAFF  and 
MITI,    or    even    in    hosting    a    small    gathering    at    his    residence   on    some 
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future  visit,  to  which  he  might  invite  selected  Japanese  guests.  Or  the 
Ambassador  might  make  an  appearance  at  a  cocktail  party  at  a  major 
hotel  hosted  by  the  delegation  to  show  appreciation  for  the  Japanese 
businessmen  and  officials  who  met  with  the  delegation.  A  mere  pass- 
through  by  the  Ambassador  would  send  a  useful  message  to  the 
Japanese  guests. 

In  addition,  the  delegation  should  build  relationships  with  the  new 
U.S.  Agricultural  Counselor,  who  begins  his  tour  of  duty  at  the  Tokyo 
Embassy  on  September  1.  He  will  serve  in  that  capacity  for  about  3 
years  --  the  expected  duration  of  a  start-up  export  offensive  by  the 
Montana  group  --  so  he  will   be  a  valuable  resource  and  ally. 

U.S.    Meat  Export  Federation 

Phil  Seng,  Executive  Director  of  the  U.S.  Meat  Export  Federation, 
(USMEF)  certainly  is  well-tuned  to  industry  developments  in  Tokyo  and 
is  a  valuable  source  of  general  information  and  start-up  industry  con- 
tact. He  is  quite  personable  and  seems  to  have  a  solid  Japan-marketing 
background  and   knowledge  of  the  beef  industry. 

The  limitation  of  the  USMEF  is  that  the  Japanese  government  treats 
it  for  what  it  is  --  a  promotional  arm  for  U.S.  trade  --  and  therefore 
accords  it  helpful,  courteous  treatment  at  low  and  middle  levels  of  the 
Japanese  government  and  trade  associations.  It  should  be  anticipated 
that  any  persons  the  USMEF  introduces  to  Montana  beef  producers  are 
also  being  seen  by  many  other  U.S.  beef  delegations  coming  through 
Japan. 

Thus,  Montana  needs  to  cover  the  USMEF's  suggested  bases  plus 
develop  separate  and  distinct  avenues  of  personal  and  business  contact 
in  order  to  make  competitively  significant  inroads. 
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The  USMEF  has  developed  Japanese-language  brochures  for  pro- 
moting U.S.  beef.  Certainly  Montana  beef  producers  will  want  to 
develop  similar  introductory  literature  for  use  in  Japan  in  the  Japanese 
language. 

U.S.    Meat  Packers 

Four  U.S. -based  meat  packing  companies  have  set  up  Tokyo  offices 
within  the  past  year.  Iowa  Beef  Processors  (IBP)  is  represented  by 
Steve  Quaiver.  Another  company  is  represented  by  John  Morell  and  the 
EXCEL  Company  is  represented   by  two  Japanese  men. 

Contact  with  all  of  these  representatives  will  be  useful  for  what- 
ever cooperative  opportunities  may  arise,  recognizing  the  reality  that  in 
many  respects  these  groups  are  competing  against  Montana  for  the  same 
sales.       In    addition,    they   are   somewhat   ahead   of   Montana   at  this   time. 

A  comparison  of  these  packers'  organizational  set-up  and  personnel 
choices  will  be  instructive  to  Montana  in  trying  to  match  or  trump  the 
other  packers.  It  seems  that  two  of  the  companies  have  chosen  to  use 
an  American  representative,  while  the  third  has  chosen  to  use  two 
Japanese.  A  one-American/one-Japanese  operation  might  accomplish  the 
best  of  both  worlds. 

Trading   Companies 

As  noted  earlier,  careful  attention  to  this  element  of  the  market  is 
warranted  because  it  is  the  only  means  of  entry  into  the  Japanese  beef 
market.  Accordingly,  extensive  time  should  be  spent  learning  about 
and  cultivating  contact  with  a  variety  of  trading  companies  serving  the 
beef    industry.       Representatives    of    companies    to    whom    personal    intro- 
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ductions  can  be  arranged  include:  the  Managing  Director  of  the 
Marubeni  Trading  Company,  and  the  President  of  Kokubu  Trading 
Company. 

The  Dowa 

In  the  face  of  such  sober  warnings  about  Dowa  as  those  rendered 
above  by  knowledgeable  people,  it  would  seem  prudent  to  establish  a 
careful  "Dealing  with  Dowa"  policy.  Initially,  such  an  approach  should 
be  handled  purely  by  a  Japanese  intermediary,  who  might  later  arrange 
for  the  two  sides  to  meet. 

In  this  fashion,  an  approach  could  be  made  through  the  restaurant 
owner  cited  earlier,  who  purchases  Dowa  beef  for  his  exclusive  French 
restaurant  in  Tokyo.  In  that  context,  he  has  come  to  know  and  deal 
with  the  son  of  a  high  executive  in  the  Dowa  organization,  and  has 
offered  to  serve  as  an   intermediary  if  desired. 

Japanese  Hotels 

The  leading  hotel  chains  have  been  listed  in  an  earlier  section. 
For  initial  contact  with  two  of  the  well-known  groups,  it  would  be 
possible  to  approach  Mr.  Aritoshi  Soejima,  President  of  the  Japan  Hilton 
Hotels,  Inc.,  which  includes  the  ownership  of  two  new  Hiltons  and  two 
which  are  under  construction.  In  addition,  Mr.  A.  Sakatai,  Statutory 
Auditor  of  the  Tokyu  International  Group,  which  owns  hotels  through- 
out Asia,    should  be  contacted. 
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Restaurants 

It  will  take  major  efforts  to  become  known  to  the  leading  Japanese 
and  western-style  restaurants  in  Japan.  A  good  starting  point  would 
be  Mr.  Keisuke  Kaneko,  President  of  Caluteria,  Co.  He  is  the  owner  of 
a  French  restaurant,  a  Japanese  restaurant  and  over  100  other  food 
shops,  boutiques,  etc.,  throughout  Japan,  and  the  former  Vice  Presi- 
dent for  European   Finance  of  the  Mitsubishi  Trading   Corporation. 

One  useful  promotional  idea  might  be  to  open  a  "Montana  Beef" 
Model  Restaurant  in  Tokyo  and  Osaka,  serving  only  excellent  cuts  of 
Montana  beef.  The  idea  is  already  being  tried  by  Barney's  Inn,  a 
chain  of  restaurants  being  piloted  by  Mitsubishi  Corporation,  and  serv- 
ing only  U.S.  beef.  According  to  Mr.  Kaneko,  mentioned  previously, 
the   concept   is    working    well    so   far    --  a  fact  which  draws  his  attention. 

In  a  related  vein,  the  famous  Joe's  Stoned  Crab  Restaurant  of 
Miami,  Florida,  recently  opened  a  restaurant  in  Tokyo  called  "Tokyo 
Joe's"  and,  according  to  reports,  and  one  personal  visit,  is  drawing 
packed    houses  for  authentic  Stoned  Crabs  and  American  T-Bone  Steaks. 

Supermarkets  and   Department  Stores 

Again,  meaningful  inroads  will  take  considerable  time,  but  to  learn 
the  lay  of  the  land  from  helpful  personal  sources,  a  delegation  could 
call  upon  Mr.  M.  Egashira,  Executive  Vice  President  of  The  Seibu 
Department  Stores,  Ltd.  Also,  the  President  of  Meija-ya  Trading 
Company  and  Grocery  Store  Chain  could  be  contacted  via  Mr.  Kaneko  of 
Caluteria,    Co. 

One  idea  to  use  in  approaching  these  men  would  be  to  propose  a 
specialty   meat   shop   on  a  trial   basis  within  one  or  more  of  their  existing 
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stores,  featuring  Montana  beef.  A  promotion  of  this  type  would  provide 
excellent,  widespread  publicity  for  the  Montana  name  among  a  broad 
cross-section  of  Japanese  shoppers. 

Permanent  Marketing   Presence 

To  make  meaningful  headway  in  Tokyo,  much  more  than  an  oc- 
casional visit  is  necessary.  Montana  beef  growers  would  be  well 
advised  to  establish  a  presence  in  at  least  Tokyo  and  perhaps  also 
Osaka,  where  per  capita  beef  consumption  historically  is  much  higher. 
Four  other  U.S.  beef  groups  have  already  taken  the  Tokyo  step,  and  it 
appears  to  be  simply  a  matter  of  Montana  interests  deciding  how  much 
lead  time  it  is  willing  to  give  up  to  those  competitors. 

To  keep  overhead  of  such  an  operation  to  a  minimum  and  yet 
provide  the  valuable  web  of  support  that  such  an  office  needs  in  Japan, 
it  might  be  desirable  to  seek  to  establish  an  office  under  the  wing  of  a 
person  or  company  either  active  in  or  on  the  near  periphery  of  the  beef 
industry  in  Japan.  Supervision  by  such  a  person  could  provide  a 
useful   American-Japanese  combination  of  skills  and   personalities. 

Providing  the  web  of  local  contact  in  this  way  offers  a  second 
advantage  because  it  is  hard  to  get  good  people  to  change  jobs  in 
Japan.  A  truly  good  candidate  might  be  highly  disinclined  to  launch 
out  on  a  new  marketing  venture  with  an  unknown  American  exporting 
group  with  an  unproven  track  record  and  untried  staying  power. 
Perhaps  the  only  way  to  attract  top  notch  Japanese  talent  under  the 
circumstances  would  be  to  provide  a  Japanese  nest  into  which  the 
jumper   could    safely   fall    if   the   marketing    effort   could   not  be  sustained. 
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The  Japan  operation  could  thus  be  streamlined,  yet  be  backed  up 
by  knowledgeable,  well-connected  Japanese  businessmen  who  could  be  of 
invaluable  assistance. 

An  appropriate  approach  would  be  for  Montana  to  send  one  of  its 
own  native  sons  to  Japan  to  participate  in  the  fledgling  marketing 
operation.  The  Montana  person's  presence  would  surely  enhance  the 
directional  guidance  and  quality  of  communication  from  the  home  base, 
as  well  as  foster  better  understanding  back  home  of  the  frustrating 
difficulties  of  getting   started   in  the  Japanese  market. 

On  the  other  hand,  if  Montana  beef  growers  were  to  decide  that 
representation  could  best  be  accomplished  by  a  Japanese  native  before 
the  first  delegation  visits  Japan,  efforts  could  be  made  on  that  trip  to 
sound  out  potential  Japanese  collaborators  for  such  an  operation.  Once 
interest  is  signalled  by  Montana,  pro  forma  costs  and  budgets  could  be 
generated  for  consideration  and  decision. 

Consideration  of  Joint  Venture  Opportunities 

It  is  recognized  that  one  of  the  underlying  goals  of  this  study  and 
of  Montana  beef  exporters  is  eventually  to  begin  slaughterhouse  opera- 
tions in  Montana,  so  as  to  capture  the  value  added.  Moreover,  that 
proposition  would  be  all  the  more  feasible  for  Montana  if  foreign  capital 
were  to  show  an  interest  in  such  a  facility. 

While  this  was  discussed  during  interviews  in  Japan,  to  date  no 
interest  has  been  generated  regarding  investment  in  such  a  project. 
The  uniform  reply  to  any  mention  of  the  idea  is  that  Montana  should 
first  show  it  can  successfully  export  the  raw  material  before  it  under- 
takes to  tackle  the  processed   product. 
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The  Montana  goal  of  capturing  value  added  is  the  same  goal  held 
by  Japan.  In  fact,  Japan  survives  on  value  added  processing  and 
guards  this  closely.  This  is  not  only  the  case  for  beef  but  for  other 
commodities  as  well.  For  example,  they  import  timber  and  from  it  make 
plywood.  Plywood  itself  is  not  imported.  They  import  tobacco  and 
make  cigarettes,    but  do  not  import  cigarettes. 

The  Japanese  people,  highly  skilled  and  industrious,  have  at  their 
disposal  an  up-to-date  technically  sophisticated  industrial  economy. 
With  these  characteristics,  virtually  no  abundant  raw  materials,  and 
limited  amounts  of  arable  land,  Japan's  pattern  of  international  economic 
comparative  advantage  is  clear.  Japan  imports  raw  materials  and  agri- 
cultural commodities  and  exports  finished  goods,  both  consumer  pro- 
ducts and  manufactured  intermediate  products  [Castle,  Hemmi  and 
Skillings].  This  is  very  essential  to  the  structure  of  the  Japanese 
economy    and    makes    it    difficult    to    enter    into    many    market    segments. 

In    addition   to   this  overall   trade  policy,   there  is  the  very  sensitive 

situation    regarding   the    "Dowa"  or  "butchers  guild."     According  to  John 

Longworth: 

"The  'butchers  guild'  either  directly  or  indirectly,  therefore, 
still  controls  a  very  large  share  of  the  processing,  distribut- 
ing and  retailing  of  meat.  In  particular,  they  are  vitally 
interested  in  the  handling  of  imported  beef.  Despite  changes 
over  the  last  decade,  the  present  importing  arrangements  for 
beef  still  provide  opportunities  for  the  meat  trade  to  achieve 
substantial  financial  gains.  These  opportunities  would  largely 
disappear  if  beef  imports  were  liberalized.  Therefore,  al- 
though the  meat  trade  would  enjoy  the  advantages  of  much 
greater  through-put  after  trade  liberalization,  they  prefer  the 
current  arrangements.  Politically,  it  could  be  argued  that 
the  excess  profits  which  accrue  to  the  meat  importing  and 
distributing  network  under  current  beef  import  policies  is  a 
legitimate  form  of  compensation  for  one  sub-group  of  a 
socially  disadvantaged  segment  of  Japanese  society." 
[Longworth] . 
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Longworth    further    suggests    that    the    higher    prices    paid    due    to 

import    quotas    are   a   form   of   sales   tax    specific   to    beef.      To   the   extent 

that    it   passes   through    the    LI  PC   into  the  livestock  sector,    it  represents 

an    income    transfer    from    consumers   to    producers.      However,    since   the 

"sales   tax"  on   beef  is  the  result  of  import  quotas,   the  benefits  of  which 

accrue   to   private   as   well    as  public  coffers,   there  is  also  a  large  income 

transfer   from   consumers   to   certain    segments   of  the   meat  trade.      Again 

Longworth  writes: 

"Although  never  publicly  stated,  many  Japanese  politicians 
regard  this  transfer  as  an  inefficient  but  none-the-less  accept- 
able means  of  compensating  one  segment  of  the  socially  dis- 
advantaged group  from  which  the  members  of  the  'butchers' 
guild'  are  drawn.  Indeed,  the  major  stumbling  block  to  the 
elimination  of  beef  import  quotas  may  not  be  the  vocal  and 
public  opposition  of  farmer  groups,  but  the  behind-the-scenes 
subtle  pressure  applied  by  the  powerful  leaders  of  the 
'butchers'   guild."      [Longworth]. 

Because  of  this  seldom  openly  discussed  circumstance,  entry  into 
the  meat  chain  is  difficult.  As  mentioned,  access  to  the  Dowa  is 
important.  They  must  see  some  advantages,  i.e.  further  processing  or 
handling,  as  opposed  to  fewer  jobs  because  of  greater  beef  imports. 
The  lock  that  the  Dowa  has  on  the  meat  chain  will  greatly  restrain 
Japanese  capital  investment  that  is  designed  to  increase  processed  meat 
imports  to  their  country.  In  addition,  the  Japanese  will  want  to  know 
how  much  Montanans  have  already  invested  in  a  plant  and  what  the 
Montana  experience  has  been  in  the  recent  past.  They  would  be  more 
inclined  to  buy  from  an  existing  and  operating  plant  than  become  in- 
volved  in  an  experiment. 

With  respect  to  Japan  in  particular,  the  strong  unity  of  the  do- 
mestic political  groups,  including  the  Dowa,  against  allowing  importation 
of    value-added    beef    products    may    make    it    more    likely    that    venture 
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capital  for  a  Montana-based  slaughtering  facility  would  come  from  else- 
where in   Asia  than   Japan. 

The  mountain  is  not  nearly  as  shear  in  some  of  the  other  countries 
in  the  Pacific  Rim.  In  Hong  Kong  and  Singapore,  for  instance,  in- 
vestors appear  to  be  more  receptive  to  investment  proposals.  In 
addition,    these   countries   are   also   more    receptive   to   increased    imports. 

Strategies  for  the  other  Pacific  Rim  countries  are  found  in  the 
following  section.  Joint  venture  strategy  for  Japan  initially  should  be 
related  to  marketing  only,  whereas  joint  venture  activity  to  Hong  Kong 
and  Singapore  should  be  related  to  both  marketing  and  capital 
acquisition. 

One  other  complicating  factor  is  Montana's  unitary  tax.  This  law 
diminishes  the  desire  of  foreign  investors  to  become  involved  in  busi- 
ness investments  in  Montana. 

OTHER    PACIFIC    RIM   COUNTRIES 

The  market  for  U.S.  beef  in  each  of  the  eight  Pacific  Rim  count- 
ries of  Hong  Kong,  Singapore,  Taiwan,  Korea,  Thailand,  Philippines, 
Malaysia  and  Indonesia  is  not  large  by  American  domestic  market  stand- 
ards,   but    in    combination    they    offer    a    significant    export    opportunity. 

Asia  has  been  a  profitable  market  for  those  firms  that  have 
managed  to  effect  market  penetration  in  the  region's  beef  market. 
Moreover,  Asia  is  certainly  a  market  of  growing  size  and  affluence. 
Consumption  patterns  appear  to  indicate  this  will  lead  to  greater  con- 
sumption of  high-quality  foodstuffs,  often  imported,  in  the  future,  and 
will  foster  an  already  evident  trend  to  consume  more  beef,  perhaps 
increasingly  of  U.S.   origin,   taste,   and   style. 
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Overall,  several  of  the  countries  have  internal  restrictions  making 
exporting  to  them  difficult.  However,  in  the  major  country  markets  in 
the  region,  the  beef  market  is  quite  free  in  terms  of  government  in- 
volvement,   and  as  yet,    unencumbered   by  many  suppliers. 

The  few  U.S.  suppliers  currently  in  the  market  have  a  common 
deficiency:  while  they  may  travel  there  or  use  a  local  national  as  an 
agent,  none  has  a  permanent  office  or  representative  in  the  region 
bearing  the  exporter's  name  and  flag.  From  discussions  with  beef 
importers  and  distributors,  this  situation  represents  a  clear  opportunity 
for  an  aggressive  U.S.  supplier  to  develop  a  niche  through  personal 
presence  and   service  capability  in  Asia. 

A  key  recommendation,  therefore,  is  that  the  Montana  beef  growers 
consider  establishing  effective  marketing  representation  for  the  Asian 
market.  This  representative  should  be  separate  from  that  mentioned  for 
Japan  in  the  previous  section. 

The  logical  basepoint  for  this  Asian  representation  office  would  be 
Hong  Kong.  It  is  both  a  large  and  open  market  in  itself,  and  a  region- 
al business  center  from  which  all  the  other  analyzed  countries  can  be 
reached  by  air  within  two  and  one-half  hours,  thus  facilitating  the 
regular  contact  within  each  country  that  is  envisaged. 

The  qualifications  for  such  a  representative  would  certainly  include 
residence  in  Asia  and  strong  contact  and  experience  in  as  many  Asian 
countries  as  possible.  Asian  nationals  as  well  as  expatriate  Americans 
might  satisfy  the  requirement,  assuming  they  had  some  relevant  prior 
experience  in  the  beef  or  food  industry  in  Asia.  From  experience,  it 
can  be  observed  that  an  Asian  experienced  American  expatriate  may  well 
adapt   more    readily   to   the   American    style  of   management   and    marketing 
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techniques  and  hence  employ  them  more  effectively  in  a  region  wide 
context.  In  addition,  an  American  would  be  welcome  in  all  the  targeted 
countries,  whereas  an  Asian  national  may  face  national  or  religious 
barriers   in  one  or  more  countries. 

The  representative's  local  knowledge  and  contact  in  each  of  the 
countries  of  the  region  could  be  supplemented  through  judicious  pair- 
ings with  an  in-country  operator  in  each  of  the  countries.  Such  local 
agents,  paid  on  a  commission  basis,  could  handle  daily  business  and 
pave  the  way  for  the  marketing  efforts  of  the  chief  Asian  representa- 
tive, who  would  travel  to  each  country  regularly  from  the  Hong  Kong 
base. 

Under  this  plan,  the  Asian  representative  would  represent  the 
Montana  beef  growers  in  a  visible  way  in  Asia;  would  engage  in  market 
development  through  meeting  with  prospective  customers  throughout  the 
region;  would  open  accounts  and  take  orders  until  those  functions  could 
be  placed  in  the  hands  of  a  local  agent  who  could  cut  red  tape  and 
maneuver  through  the  business/government  structure;  would  supervise 
and  backstop  the  agents  in  each  community;  and  would  serve  as  a 
regional  service  representative  and  trouble  shooter  to  handle  problems 
as  soon  as  they  develop. 

If  desired,  the  Asia  marketing  representative  could  be  selected 
with  further  consultation  from  those  who  have  prepared  this  section  of 
the  international  report.  Moreover,  if  desired,  those  persons  could  (1) 
actually  interview  and  recommend  prospective  candidates;  (2)  provide 
an  office  and  full  office  support  capability  in  Hong  Kong  to  serve  as 
the  base  point  for  the  chosen  representative's  marketing  activities;  (3) 
introduce  the  chosen   representative  to  identifiable  opportunities  and   key 
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industry  contacts  in  each  of  the  targeted  Asian  markets;  and  (4)  pro- 
vide  overall  supervision,  guidance,  and  direction  for  the  representa- 
tive,   as    well    as    advice    and    counsel    on    a    regular   basis   as    requested. 

There  are  two  possible  alternatives  for  a  representative  to  work  in 
conjunction  with  an  established  agricultural  industry  office  in  Hong 
Kong.  In  the  first  scenario,  the  representative  could  be  a  full-time 
employee  for  Montana  and  be  based  in  this  particular  office  in  Hong 
Kong.  This  representative  could  use  the  base  facilities  provided  by  the 
host  company  for  office  support.  It  is  estimated  that  annual  cost  of 
such  a  venture  would  be  $60,000,  which  would  include  $40,000  for 
direct  salary  and  $20,000  for  overhead  expenses  which  would  include 
travel. 

A  second  alternative  would  be  to  use  this  representative  as  a 
half-time  employee  for  Montana  beef.  This  would  reduce  the  salary 
expenditures  by  $20,000.  The  remainder  of  the  representative's  time 
and  salary  would  be  covered  by  this  host  company. 

The  Montana  principals  may  also  wish  to  consider  sending  a 
Montana  person  to  participate  in  the  Asian  representative's  marketing 
efforts.  This  person  could  provide  valuable  knowledge  of  the  home 
product  and  assure  best  communication  between  the  Montana  growers/ 
exporters  and  the  Asian  marketing  arm.  Upon  later  rotating  back  to 
Montana,  the  Montana  person  could  increase  the  export  orientation  and 
awareness  of  the  Montana  beef  growers  generally.  If  Montana  later 
chose  to  turn  the  representative  office  into  a  full-fledged  Montana-run 
operation  based  in  Asia,  the  "scout"  would  have  had  2  to  3  years 
experience  in  the  region  learning  the  area  from  experienced  pro- 
fessionals. 
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Thus,  the  effective  teaming  of  an  Asian  regional  representative  (in 
Hong  Kong)  with  local  agents  in  the  targeted  countries,  and  possibly 
with  a  second  Montana  beef  official  for  a  2  to  3  year  rotating  period  in 
Hong  Kong,  could  provide  the  Montana  beef  growers  with  a  relatively 
fast  start-up  export  operation  with  minimal  initial  investment.  The 
details  of  this  proposal  may  best  be  further  explored  via  direct  dis- 
cussion with  the  Pacific  Rim  subcontractor  who  provided  this  informa- 
tion. 

Finally,  it  is  highly  recommended  that  selected  persons  from 
Montana's  beef  producing  and  marketing  groups  continue  to  make  per- 
sonal visits  to  key  Asian  countries  to  meet  key  beef  industry  players 
and  make  first-hand  assessments  of  the  marketplace  and  current  con- 
ditions. On  these  trips,  some  of  the  sources  interviewed  as  part  of 
this  study  could  be  introduced  to  the  Montana  group.  This  would 
provide  additional  insight  into  how  to  successfully  launch  an  effective 
marketing  program  in  Asian  countries. 
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CHAPTER   5 
THE   SAUDI    ARABIAN    BEEF   MARKET 

INTRODUCTION 

Total  agricultural  imports  by  all  Middle  East  and  North  African 
countries  amounted  to  $31.5  billion  in  1984.  The  U.S.  captured  11.6 
percent  of  this  market  for  a  total  value  of  $3.7  billion.  Food  imports 
by  this  region  continue  to  expand  but  at  declining  rates.  For  example, 
imports  increased  by  74  percent  from  1979  to  1984  which  is  an  average 
annual  increase  of  14.8  percent.  However,  the  actual  increase  from 
1983  to  1984  was  only  6.5  percent. 

Several  factors  have  accounted  for  and  encouraged  increasing  food 
imports  by  this  region.  For  example,  government  food  subsidy  pro- 
grams and  policies  have  been  designed  and  implemented  in  order  to 
provide  an  adequate  diet  for  all  citizens.  Once  started,  it  is  difficult 
for  governments  to  alter  such  a  wide  array  of  subsidies  because  millions 
of  people  have  become  so  accustomed  to  them. 

Other  factors  continue  to  increase  food  demand  in  most  Arab 
countries  faster  than  farm  production.  Rising  income,  urbanization, 
improvement  in  the  diet,  and  population  growth  all  bolster  demand. 
Population  growth  rates  are  about  2.7  percent  annually,  but  demand  for 
food   is  growing  about  twice  that  pace. 

Cash  availability  to  purchase  commodities  has  increased  because 
greater  involvement  in  international  banking  by  Arab  nations  allows 
them  to  borrow  money  as  needed.      Also,   the  development  of  more 
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modern  banking  systems  has  spurred  economic  activity,  even  while 
petroleum  revenues  were  declining  in  1981-82.  Funds  invested  in  large 
international  banks,  bonds,  stocks,  and  real  estate  in  the  developed 
world  by  Arab  OPEC  members  exceeded  $300  billion  in  early  1982. 
These    investments    provided    about  $30  billion   in   interest  income   in   1983. 

Bargains  are  currently  available  for  food  purchases  from  some  of 
the  countries  which  are  major  markets  for  Arab  petroleum  exports. 
While  barter  arrangements  were  shunned  in  the  past,  trade  arrange- 
ments which  give  a  preference  for  food  imports  to  countries  like  Turkey 
and   Brazil   have  proliferated. 

Great  improvements  in  the  food  distribution  system  in  recent  years 
have  also  caused  deliveries  of  imported  products  to  increase  rapidly. 
In  the  early  1970's,  most  of  the  increase  in  food  imports  was  caused  by 
rising  demand  in  urban  areas.  Recently,  programs  have  focused  on 
procuring  additional   imported  food  for  rural   areas  as  well. 

While  these  factors  have  contributed  to  an  increase  in  food  im- 
ports, several  offsetting  factors  have  caused  the  rate  of  growth  of 
imports  to  slow  down  the  past  couple  of  years.  For  example,  Arab 
OPEC  petroleum  revenues  declined  from  a  peak  of  $220  billion  in  1980  to 
$134  billion  in  1982,  and  dipped  below  $100  billion  in  1984.  This  has 
reduced  funds  for  development  projects  which  had  created  jobs  for 
many  foreign  workers.  The  loss  of  these  jobs  has  reduced  the  demand 
for  imported  foods. 

Competition  between  the  EC,  United  States,  Australia,  East  Asia 
and  South  America  for  the  food  import  markets  of  the  Middle  East  has 
caused  prices  paid  for  imports  in  most  of  1983  to  decline.  Higher 
prices  in  late  1983  affected  deliveries  in  early  1984.  The  strong  U.S. 
dollar  has  compounded  these  problems. 
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Crash  programs  to  develop  local  industries  to  prepare  food  for 
consumers,  often  based  on  the  use  of  imported  ingredients,  caused  a 
setback  for  imports  of  some  high  value  items  into  Saudi  Arabia,  Libya 
and  the  Gulf  Sheikdoms  during   1982-84. 

Many  of  these  countries  have  begun  to  use  oil  revenues  to  push 
towards  food  self-sufficiency  in  certain  commodities  through  direct 
capital   expansion  of  production  and  processing  facilities. 

Greater  imports  of  inexpensive  feed  helped  these  countries  to 
produce  more  meat  and  livestock  products,  and  some  of  them  reduced 
their  dependence  upon  imports.  This  was  particularly  true  for  eggs  in 
Saudi  Arabia,    Kuwait,    and   Libya. 

Credit  became  more  readily  available  for  food  purchases  from  the 
United  States.  Three-year  credit,  with  U.S.  Government  guarantees, 
to  Arab  countries  in  fiscal  1985  are  scheduled  at  about  $1.5  billion,  or 
double  the  previous  year.  GSM-102,  which  is  the  Export  Credit 
Guarantee  Program  to  promote  commercial  sales,  and  blended  credit  to 
Iraq  is  scheduled  at  $663  million  for  fiscal  1985.  Egypt  has  received 
$260  million  in  new  credit  extensions.  Morocco  is  also  receiving  ad- 
ditional U.S.  credit.  However,  U.S.  financing  through  Title  I,  P.L. 
480  was  reduced  to  $225  million  for  fiscal  1985  and  further  reductions  of 
this   long  term  credit  are  expected. 

Finally,  deteriorating  political  relationships  with,  especially  Libya 
and    Iran,    have  seriously  curtailed  exports  from  the  U.S. 

The  size  and  growing  affluence  of  Saudi  Arabia  dictates  that  it  be 
treated  separately  from  other  Middle  East  countries  in  this  report. 
Therefore,  the  remainder  of  this  chapter  will  focus  on  an  investigation 
of     Saudi     Arabian     beef    consumption,     production,     imports,     and    other 


120 


market    factors.       A    similar    discussion    of    Egypt    and    other    Middle    East 
countries  is  presented   in  Chapter  6. 

SAUDI  ARABIAN  BEEF  CONSUMPTION 
The  population  of  Saudi  Arabia  was  estimated  to  be  10,400,000  in 
1982  (Table  5.1).  Saudi  Arabia's  6.1  percent  population  growth  rate  is 
one  of  the  highest  of  the  Middle  East  countries.  The  population  is 
expected  to  grow  to  13,330,000  by  1990.  The  average  Arab  diet  con- 
tains about  91  percent  as  many  calories  as  an  average  American  diet, 
compared  with  67  percent  just  a  decade  ago.  This  is  a  greater  im- 
provement in  just  ten  years  than  the  entire  century  prior  to  this 
period. 

The  per  capita  consumption  of  meat  in  Saudi  Arabia  totaled  only  17 
kg  in  1975.  By  1980,  this  had  risen  by  147  percent  to  42  kg  per 
capita,  of  which  36  kg  were  imported.  This  increase  in  meat  con- 
sumption is  expected  to  continue  through  the  year  1990.  Livestock 
products  have  only  begun  to  be  introduced  in  markets  outside  of  major 
urban  areas.  The  growing  affluence  of  the  country,  the  construction 
of  a  modern  marketing  infrastructure,  and  a  projected  expansion  of  the 
population  should  all  contribute  to  an  expansion  of  meat  consumption. 
In  addition,  a  striking  increase  in  the  amount  of  refrigeration 
capacity  to  about  500,000  tons,  and  lower  prices  for  beef  have  also 
contributed  to  the  upward  trend  in  meat  consumption.  The  proliferation 
of  supermarkets  has  increased  the  capacity  of  the  beef  distribution 
system.  Intense  competition  among  grocers  has  caused  retail  prices  for 
beef  to  decline  dramatically.  The  combination  of  wider  income  distribu- 
tion and  lower  beef  prices  caused  consumption  to  increase  about  50 
percent  in   1984  over  1983. 
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Table  5.2  illustrates  actual  and  projected  consumption,  production 
and  imports  of  several  categories  of  meat  [USDA,  June  1983].  Total 
meat  consumption  should  increase  from  645,000  tons  in  1982  to  1,083,000 
tons  in  1990,  which  is  a  68  percent  increase.  Per  capita  meat  consump- 
tion in  1990  is  expected  to  total  77.4  kg.  It  is  estimated  that  beef  and 
veal  consumption  will  experience  the  largest  percentage  increase  of  the 
meat  products.  Consumption  will  reach  170,000  tons  in  1985  and 
250,000  tons  by  1990.  The  1990  level  is  a  118  percent  increase  over 
the  1982  level.  Per  capita  beef  consumption  should  reach  17.9  kg  by 
1990.  It  is  projected  that  beef  consumption  will  overtake  lamb  and 
mutton  consumption  as  the  second  largest  meat  product  consumed. 
However,  beef  consumption  will  remain  a  distant  second  behind  poultry 
consumption. 

As  mentioned  above,  the  projected  increase  in  consumption  is 
primarily  a  function  of  changing  tastes.  In  addition,  a  wide  variety  of 
diets  are  generated  by  the  large  number  of  expatriates  who  have 
migrated  to  Saudi  Arabia  because  of  high  wages  and  a  high  standard  of 
living.  Also,  direct  government  food  subsidies  on  consumption  has 
been  used  by  the  Saudi  Arabian  government  to  redistribute  income  and 
promote  political  stability.  These  food  subsidies  have  totaled  $4.7 
billion  over  the  past  five  years  and  are  expected  to  continue. 

Hamburgers  and  steaks  are  becoming  increasingly  popular.  A 
growing  number  of  fast  food  chains  and  restaurants  are  helping  to  fuel 
the  growth  and  feed  the  international  population.  Large,  modern 
grocery  stores,  such  as  Safeway  and  A  &  P  located  at  shopping  centers 
provide  the  opportunity  for  an  increasing  number  of  Saudis  to  purchase 
meat. 
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Table  5.2  Actual   and   Projected  Meat  Production,    Consumption  and 

Imports  for  Saudi  Arabia,    1978-1990. 


Per  Capita 

Actual 

Projected 
1985            1990 

Consu 
1980 

option 

Commodity 

1978 

1980 

1982 

1990 

1,000  head 

Kg/yr 

Live  animals: 

Cattle  imports 

113 

180 

120 

175 

200 

na 

na 

Poultry  imports 

12,130 

6,186 

13,000        15,000 

18,000 

na 

na 

Sheep  imports 

3,750 

5,260 

5,400 

5,600 

6,000 

na 

na 

Meat: 

1,000  tons 

Beef  &  Veal 

Production  a/ 

23 

25 

30 

40 

50 

na 

na 

Imports 

22 

40 

85 

130 

200 

na 

na 

Consumption 

45 

65 

115 

170 

250 

6.5 

17.9 

Lamb  &  mutton 

Production  a/ 

62 

75 

95 

110 

128 

na 

na 

Imports 

18 

24 

32 

36 

42 

na 

na 

Consumption 

64 

99 

127 

146 

170 

10.1 

12.1 

Other  fresh  &  frozen 

Production  a/ 

-- 

._ 

-- 

-- 

-- 

na 

na 

Imports 

4 

6 

7 

12 

18 

na 

na 

Consumption 

4 

6 

7 

12 

18 

0.6 

1.3 

Poultry 

Production  a/ 

20 

50 

105 

165 

225 

na 

na 

Imports 

128 

193 

270 

330 

380 

na 

na 

Consumption 

148 

243 

375 

495 

605 

24.3 

43.2 

Prepared  &  preserved 

Production  a/ 

-- 

-- 

-- 

-- 

-- 

na 

na 

Imports 

9 

8 

21 

30 

40 

na 

na 

Consumption 

9 

8 

21 

30 

40 

.8 

2.8 

Total   meat 

270 

421 

645 

853 

1,083 

42.1 

77.4 

a/     Production  includes   locally  slaughtered,    imported   live  animals. 

Source:       USDA   Economic   Research  Service,    Foreign  Agricultural   Report 
Number  182. 
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SAUDI    ARABIAN    BEEF    PRODUCTION 
Agricultural   Sector 

Most  of  Saudi  Arabia's  agricultural  production  comes  from  small 
farms  ranging  in  size  from  five  to  twelve  acres  for  vegetable  production 
and  twenty  acres  for  wheat  production.  Some  of  the  larger,  specialized 
irrigated  farms  producing  wheat,  tomatoes,  and  potatoes  average  be- 
tween 20  and  50  acres.  In  response  to  government  incentives,  a  few 
large  landowners  have  begun  to  irrigate  large  desert  holdings.  It  is 
reported  that  one  landowner  has  a  total  of  615  one-quarter  section 
center    pivot    sprinklers    in    operation    and    plans    for    another    450    pivots. 

Although  the  majority  of  farms  are  small  by  U.S.  standards,  they 
are  highly  mechanized.  Government  subsidies  usually  cover  45  percent 
of  the  cost  of  tractors  and  provide  low  interest  loans  on  the  remainder 
of    the    purchase    price.       All    of    Saudi's    farm    machinery    is    imported. 

The     government     of    Saudi    Arabia    has    been    active    in     promoting 

agricultural    production    in    more  areas  than  merely  subsidizing  machinery 

purchases.      According  to  the  USDA, 

"Main  objectives  of  the  Third  Development  Plan  (1980-85)  are: 
(1)  establish  and  maintain  a  prudent  level  of  food  self- 
sufficiency;  (2)  provide  opportunities  for  attaining  reasonable 
agricultural  incomes  and  raise  the  welfare  of  rural  people  to 
achieve  a  balance  between  economic  and  social  rewards  attain- 
able in  rural  and  urban  areas;  (3)  optimize  use  of  agricultur- 
al water,  land,  and  marine  resources;  (4)  improve  the  skill 
level  in  the  agricultural  sector;  and  (5)  protect  the  agricul- 
tural and  marine  environment.  The  Saudi  Arabian  Monetary 
Agency  (SAMA)  plays  a  key  role  in  channeling  oil  revenues 
into  development  projects"    [USDA,    June  1983]. 

In  addition  to  the  above  objectives,  the  Plan  also  called  for  the 
development  of  the  nation's  infrastructure.  With  this  new  infra- 
structure in  place,  the  new  Five-Year  Development  Plan  calls  for  the 
pursuit  of  a  high  level  of  food  self-sufficiency  with  a  major  emphasis  on 
agricultural   production. 
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Under  these  development  plans,  Saudi  agriculture  has  made  im- 
pressive gains.  From  1974  to  1983,  land  under  cultivation  increased 
from  370,500  acres  to  5,681,000  acres.  The  real  rate  of  agricultural 
growth  has  averaged  6.7  percent  annually  while  the  rest  of  the  economy 
grew  at  an  average  annual  real  rate  of  4.3  percent  over  this  period. 
Most  of  this  growth  has  been  in  wheat,  poultry,  egg,  dairy,  and  date 
production. 

Many  government  incentives  have  been  responsible  for  this  growth. 
For  example,  some  public  land  is  deeded  to  farmers  who  cultivate  the 
land  for  three  years.  In  addition  to  import  subsidies  on  farm  and 
irrigation  machinery,  subsidies  are  available  on  purchases  of  seed, 
fertilizer,  and  feed.  Air  freight,  pesticides,  and  foreign  travel  to 
purchase  livestock  are  subsidized  100  percent.  Interest  free  production 
loans  are  also  available.  Saudi  Arabia  has  become  self-sufficient  in 
wheat  production  primarily  because  the  government  purchases  domestic 
wheat  for  as  much  as  $28  per  bushel. 

While  production  gains  have  been  impressive,  two  factors  should  be 
considered.  First,  the  increased  production  has  been  costly.  The 
government  has  spent  $40  billion  on  the  agricultural  infrastructure  and 
subsidized  farm  imports  over  the  past  decade.  This  figure  is  even 
more  eye  opening  when  considering  that  the  entire  Saudi  government 
budget  in  1984  was  $75  billion.  Second,  although  domestic  production 
has  increased  substantially,  agricultural  imports  have  increased  from 
$4.5  billion  in  1980  to  $5.5  billion  in  1984.  The  U.S.  share  of  this 
market  has  increased  slightly  each  year  since  1980  and  has  averaged 
about  12  percent,  or  more  than  $700  million.  However,  this  is  a  smaller 
percentage  of  the  Saudi  import  market  than  the  24  percent  obtained 
in   1974. 

126 


Livestock  Production 

Saudi  Arabia  produced  about  35  percent,  or  230,000  of  the  645,000 
tons,  of  all  meat  consumed  in  1982  (Table  5.2).  Poultry  and  sheep 
production  were  the  two  largest  components.  In  addition,  large 
amounts  of  eggs  and  dairy  products  were  also  produced.  Once  again, 
large  government  subsidies  helped  to  bolster  their  production. 

Saudi  Arabia  produced  30,000  tons  of  beef  and  veal  in  1982 
(Table  5.2).  This  figure  is  somewhat  misleading  because  much  of  this 
"production"  is  actually  imported  live  animals  which  are  locally  fattened 
and  then  slaughtered.  The  reasons  for  this  procedure  are  threefold. 
First,  a  lack  of  refrigeration  in  rural  areas  necessitates  local  slaughter- 
ing. Second,  domestic  slaughtering  insures  that  Islamic  slaughter 
practices  are  followed.  Third,  economic  factors  dictate  this  practice. 
For  example,  live  animals  are  fed  in  Saudi  Arabia  with  imported  feed 
that  receives  a  50  percent  subsidy.  Large-scale  feedlots  are  being 
constructed  with  highly  subsidized  loans.  In  addition,  the  government 
finances  trips  abroad  for  those  who  travel  to  purchase  live  cattle. 

Table  5.2  indicates  that  beef  and  veal  production  is  projected  to 
increase  to  40,000  tons  in  1985  and  50,000  tons  in  1990.  While  these 
increases  are  significant,  they  are  far  outweighed  by  projected  in- 
creases in  the  demand  for  beef. 

The  Saudi  government  will  probably  continue  to  strive  for  food 
self-sufficiency  in  several  key  commodities  such  as  wheat,  poultry, 
dairy  products  and  eggs,  through  the  continued  use  of  agricultural 
subsidies.  Although  oil  revenues  have  fallen  the  past  couple  of  years, 
the  policy  of  subsidizing  these  products  will  not  likely  be  abandoned, 
even   though    this   violates   the   economic   principle  of  comparative  advant- 
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age.  Therefore,  such  a  policy  can  only  be  rationalized  from  the  stand- 
point of  food  security  in  a  world  beset  by  agricultural  embargoes  and 
barriers  to  trade  and,  perhaps,  as  a  method  of  income  redistribution. 
In  the  long  run,  the  lack  of  both  irrigation  water  and  agricultural 
labor  will   continue  to  restrain  agricultural   production. 

SAUDI    ARABIAN    BEEF    IMPORTS 

Although  Saudi  Arabia  has  made  great  progress  in  agricultural 
production,  it  still  was  the  leading  importer  of  agricultural  products, 
accounting  for  one-fifth  of  all  agricultural  imports,  among  Middle  East 
countries  in  1984.  The  1984  import  level  was  about  72  percent  of  total 
food  needs.  These  imports  were  valued  at  about  $5.7  billion  compared 
with  only  $1  billion  in  1976.  The  value  of  1984  imports  was  slightly 
higher  than  1983,  but  somewhat  lower  than  the  record  $6  billion  of 
1982.  As  previously  mentioned,  the  U.S.  share  of  this  market  was 
about  $700  million,  or  about  13  percent,  while  the  European  Community 
(EC)  held  25  percent  and  Australia  increased  its  share  to  11  percent. 
No  other  country  obtained  more  than  5  percent  of  this  market. 

Saudi  Arabia's  beef  imports  reached  128,000  tons  in  1984  which  was 
more  than  double  the  1983  volume  of  55,090  tons  (Table  5.3).  Table 
5.2  indicated  that  Saudi's  beef  imports  have  increased  steadily  since 
1978.  Further  increases  are  expected  for  1985  and  beyond.  As  noted 
in  earlier  sections,  these  projected  increases  are  based  upon  increasing 
consumer  demands  for  beef  with  domestic  beef  production  lagging 
behind  expectations. 

The  major  countries  exporting  beef  to  Saudi  for  the  years  1980  to 
1984  are  indicated   in   Table  5.3. 
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The  EC  was  the  largest  exporter  to  Saudi,  accounting  for  40,000  metric 
tons  or  31  percent  of  the  market.  This  was  almost  four  times  the 
amount  imported  from  the  EC  by  Saudi  in  1983.  India  and  Brazil  were 
the  next  largest  exporters. 

Table  5.3             Saudi  Arabian   Beef   Imports  by  Country  1980-1984 
Exporter 1980 1981 1982 1983 1984 


EEC 

Brazil 

Argentina 

Uruguay 

India 

Australia 

USA 

Others 

Total 


Sources:      1980-1983,    Foreign  Trade  Statistics  of  Saudi   Arabia; 

1984,    Australian   Beef  Letter,    July  1985,    Australian  Meat 
And   Livestock  Corporation,    1985. 


One-half  of  the  EC  exports  to  Saudi  in  1984  were  supplied  by 
France.  EC  exports  of  beef  to  Saudi  Arabia  reached  40,000  tons  in 
1984,  up  from  only  10,747  tons  in  1983.  The  French  component  of  EC 
sales  increased  markedly  to  over  20,000  tons,  compared  with  7,355  tons 
in  1983.  Most  of  the  beef  provided  by  EC  suppliers  is  for  the  mass 
market,  with  an  average  price  of  less  than  $2,000  per  ton.  Ireland  and 
West  Germany  are  sending  beef  from  cull  dairy  cows  to  Saudi  Arabia  for 
less  than  $1,500  per  ton. 


I 

^Metric  Tons) 

1,236 

1,992 

2,800 

10,747 

40,000 

273 

576 

500 

4,268 

14,000 

3,104 

2,602 

9,000 

5,924 

7,000 

983 

721 

700 

837 

8,000 

15,045 

17,814 

19,000 

10,815 

23,000 

10,090 

12,648 

14,500 

13,750 

7,000 

3,189 

3,774 

4,765 

2,826 

5,000 

5,771 

5,791 

6,735 

5,923 

24,000 

39,691 

45,918 

58,000 

55,090 

128,000 
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Saudi  imports  of  Australian  beef  increased  from  10,090  tons  in  1980 
to  a  peak  of  14,500  tons  in  1982.  After  declining  slightly  to  13,750 
tons  in  1983,  a  sharp  dive  to  only  7,000  tons  occurred  in  1984  as  com- 
petition intensified.  Brazilian  deliveries  soared  from  4,268  tons  in  1983 
to  14,000  tons  in  1984,  contributing  to  the  Australian  decline.  Also, 
imports  from  Uruguay  rose  from  only  837  tons  in  1983  to  8,000  tons  in 
1984.  Argentine  deliveries  also  increased,  but  only  by  14  percent  to 
7,000  tons,    which  was   less  than  the  9,000  tons   reported  for  1982. 

Imports    of   water   buffalo   beef   from    India   were   banned   for    part  of 

1983  because  of  concern  about  diseases,  particularly  the  plague.  This 
caused  Saudi  imports  from  India  to  drop  from  19,000  tons  in  1982  to 
10,815  tons  in  1983.  Efforts  by  traders  in  Kerala,  to  convince  the 
Saudi  importers  that  their  product  was  safe,  contributed  to  a  rebound 
and  record  deliveries  of  23,000  tons  during  1984.  Apparently  sales  to 
rural  Saudis  and  Yemeni  workers  are  increasing. 

Despite  the  rapid  growth  in  sales  of  beef  at  low  prices  by  com- 
petitors,   U.S.    beef   exports   to   Saudi    Arabia    increased    to   5,000   tons  in 

1984  with  a  value  of  $27  million.  Saudi  import  statistics  for  1983  re- 
ported imports  of  2,826  tons  of  U.S.  beef  with  an  average  price  of 
$5,077  per  metric  ton  (Table  5.4).  This  is  more  than  double  the 
average  price  for  beef  imports  from  all   other  countries. 

U.S.  beef  exports  reported  above  are  actually  understated  for  a 
variety  of  reasons.  First,  U.S.  beef  shipped  to  compounds  for  U.S. 
civilian  and  military  employees  is  not  counted  either  as  a  U.S.  export 
or  as  a  Saudi  import.  This  trade  may  be  even  larger  than  the  quantity 
tabulated  for  shipments  to  wholesale  firms  catering  to  the  hotel  restau- 
rant  trade.      Second,    U.S.    exports    of    prepared,    preserved    and   canned 
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beef  to  Saudi  Arabia  have  increased  from  1,219  metric  tons  in  1979  to 
2,716  metric  tons  in  1983  (Table  5.5).  This  is  a  reflection  of  a  growing 
population  beginning  to  adopt  Western  foods.  For  example,  the  use  of 
prepared  luncheon  meats  for  sandwiches  is  becoming  increasingly  popular, 
Also,  Table  5.5  shows  that  the  imports  of  canned  meats  has  rapidly 
increased.  The  demand  for  canned  meat  is  especially  high  in  areas 
without     refrigeration     and     in     isolated    oil     fields     [USDA,     April     1985]. 


Table  5.4  Saudi     Arabia     Imports    Of     Beef     By     Country    Of    Origin, 

Quantity  and  Value,    1983. 


Quantity             Value               Average  Price 
Country  of  Origin Metric  tons        $1,000   US $/ton 

Australia 

United   States 

India 

Argentina 

Brazil 

New   Zealand 

Hungary 

France 

W.    Germany 

Denmark 

United    Kingdom 

Others 

Total 

Sources:      Foreign   Trade  Statistics  of  Saudi   Arabia,    1983 

Saudi  Arabia  ranked  next  to  Japan  and  Canada  as  the  third  most 
important  market  for  U.S.  beef  exports  in  1983,  but  moved  to  fourth 
place  in   1984  while  Taiwan   moved   into  third   place. 


131 


13,750 

38,290 

2,811 

2,826 

14,348 

5,077 

10,814 

14,331 

1,325 

5,925 

12,241 

2,066 

4,268 

9,857 

2,310 

2,425 

7,491 

3,088 

201 

765 

3,805 

7,355 

16,786 

1,359 

259 

643 

2,492 

1,781 

2,766 

1,553 

1,352 

2,920 

2,160 

4,134 

10,143 

2,454 

55,090 

130,581 

2,370 

Table  5.5  U.S.    Exports    Of   Prepared    and    Preserved    Beef   To  Saudi 

Arabia   By  Volume  and   Value,    1979  -   1983. 


Item 1979  1980  1981  1982 1983 

Beef,    Prepared  &   Preserved 

Volume       (metric  tons)  977  740  846  766  644 

Value       ($1,000)  6,094         4,389  4,937       3,127         2,993 

Veal,    Prepared,    Preserved 

Volume       (metric  tons)  7  15  9  18  0 

Value       ($1,000)  68  85  69  147  0 

Beef,    Veal,    Prepared, 
Preserved,    Canned 

Volume       (metric  tons) 
Value     ($1,000) 

Beef,    Veal,    Prepared, 
Preserved   NEC  a/ 

Volume       (metric  tons)  157  375  655       1,113         1,554 

Value  ($1,000)  703         2,699  4,504       5,893         7,217 

Total   Volume  (metric  tons)         1,219         1,207  1,908       2,324         2,716 


78 

77 

398 

427 

518 

162 

215 

720 

496 

651 

Total   Value       ($1,000)  7,027         7,389         10,230       9,663       10,861 


a/       NEC   is  an  abbreviation  for  Not   Elsewhere  Classified 

Source:       International    Marketing    Profile,    Prepared  and   Preserved  Meat 
June  1984,    USDA   Foreign   Agricultural   Service. 


As  mentioned  in  previous  sections,  food  demand  is  expected  to 
continue  to  increase  over  the  next  several  years.  Many  efforts  have 
been  made  to  try  to  reduce  food  import  dependency.  However,  food 
imports  continue  to  increase.  Some  reduction  in  import  subsidies  can 
be  expected  as  oil  revenues  fall.  If  import  subsidies  on  feed,  already 
the  world's  highest,  do  fall,  it  is  expected  that  domestic  production  of 
livestock  products  will  decline.  Overall,  given  the  constraint  of  limited 
irrigation  water  and  a  hostile  climate,  it  is  highly  likely  that  the  value 
of  Saudi   Arabian   imports  will  continue  to  rise. 
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Table  5.2  presented  the  USDA  ERS  estimates  of  meat  imports  for 
1985  and  1990.  Beef  imports  are  expected  to  rise  to  200,000  metric  tons 
by  1990,  from  the  1984  level  of  128,000  metric  tons.  U.S.  agricultural 
exports  will  continue  to  meet  stiff  competition  from  other  countries, 
especially  the  EC,  which  has  a  locational  advantage  over  the  U.S.  In 
addition,  exports  of  EC  beef  are  highly  subsidized.  The  current  highly 
valued  dollar  makes  U.S.  products  more  expensive  relative  to  other 
countries  and  is  a  detriment  to  export  sales.  For  these  reasons,  and 
because  Saudi  Arabia  is  close  to  self-sufficiency  in  flour  production, 
U.S.  agricultural  imports  are  expected  to  decline  to  $500  million  in 
1985. 

Given  that  U.S.  beef  is  at  least  twice  as  expensive  in  Saudi  Arabia 
as  beef  from  most  other  countries,  the  market  for  expansion  of  U.S. 
beef  will  likely  be  in  high  quality,  specialty  cuts  like  those  demanded 
by  the  hotel   and   restaurant  industry. 

TRADE  AND  TARIFF  POLICIES 
Saudi  Arabia  is  generally  considered  to  have  a  liberal  agricultural 
trade  policy.  This  liberal  policy  is  designed  to  maintain  adequate  food 
supplies  while  keeping  retail  prices  low.  Wholesale  and  retail  busi- 
nesses must  be  owned  by  Saudi  citizens.  However,  most  supermarkets 
are  managed  by  foreigners.  The  government  subsidizes  retail  food 
prices  by  subsidizing  private  food  importers  who  become  eligible  by 
agreeing  to  sell  within  certain  price  ranges.  Licenses  are  not  required 
for  any  imports.  Ad  valorem  tariffs  are  generally  between  0  and  3 
percent.  There  are  few  trade  restrictions,  with  the  exception  that 
imports   of   alcohol    and    pork   are   forbidden.      The    private  sector  is  very 
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active  in  the  food  import  trade.  However,  all  warehouses  in  port  areas 
are  owned  by  the  government  which  charges  1  percent  of  the  invoice 
value  as  a  handling  fee. 

General  specifications  and  requirements  for  meats  imported  into 
Saudi  Arabia  are  detailed  below,  as  taken  verbatim  from  a  document 
issued  by  the  Minister  of  Commerce,  Commercial  Office,  Royal  Embassy 
of  Saudi   Arabia,    as    Regulation   No.    1338. 


GENERAL   SPECIFICATIONS    AND    REQUIREMENTS 
FOR   MEATS    IMPORTED    INTO   SAUDI    ARABIA 

1.  The  Kingdom  of  Saudi  Arabia  imports  only  (male)  beef  or 
lamb  meats,   fresh  or  frozen. 

2.  Meat  Shipments  must  be  accompanied  by  the  following 
certificates: 

a.  A  certificate  which  indicates  that  slaughtering  has 
taken  place  in  an  officially-licensed  slaughter-house 
and  in  accordance  with  Muslim  procedures.  (Such 
certificate  should  be  legalized  by  any  recognized 
Islamic  Center  in  the  United  States). 

b.  Official  Health  Certificate  indicating  the  date  of 
slaughtering,  kind  of  animals  and  their  average 
age,  in  each  shipment.  The  health  certificate  must 
also  indicate  that  animals  were  examined  within 
twelve  hours  before  being  slaughtered,  and  directly 
after,  by  a  licensed  veterinarian,  and  were  found 
free  from  disease  and  suitable  for  human  con- 
sumption. 

c.  Certificate  of  Origin. 

3.  Slaughtered  animals  must  be  stamped  by  the  concerned 
health  authority  on   several   parts. 

4.  Age  of  lamb,  when  slaughtered,  should  not  exceed  three 
years.      That  of  beef  should  not  exceed  five  years. 

5.  Beef  or  lamb  parts  should  be  covered  with  clean  light 
cloth.  Head,  tail  and  terminal  parts  of  the  limbs  as  well 
as  the  intestine  should  be  removed.  Fat  surrounding 
the  kidney  must  also  be  removed.  (A  part  of  the  lamb's 
tail  may  be  left  unremoved  to  identify  the  animal). 
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6.  Lambs  should  be  whole,  beef  may  be  cut  into  no  more 
than  four  parts. 

7.  Color  and   smell  of  meat  must  be  natural. 

8.  No  preservatives  may  be  used,  especially  antibiotics  or 
other  chemicals. 

In  addition  to  the  above  general  requirments,  fresh  meat 
imported  into  Saudi  Arabia  is  subject  to  the  following  addition- 
al   requirements: 

(a)  Fresh  meat  must  be  mechanically  refrigerated  immediately 
after  slaughter  under  temperature  of  (-2)  to  (5)  degrees 
(centigrade),  and  for  no  more  than  five  days  (starting 
the   day   of   slaughter   to    day   of   arrival    in   the   Kingdom.) 

(b)  Fresh  meat  may  be  shipped  to  Saudi  Arabia  by  land,  sea 
or  by  air. 

(c)  Meat,  however  shipped,  must  be  transported  in  carriers 
that  are  properly  equipped  for  the  transportation  of 
meat.  Proper  spacing  of  the  shipment,  to  allow  for  the 
necessary  ventilation,  must  be  provided;  temperature 
inside  the  carrier's  refrigerator  should  be  between  (-2) 
and  (5)  degrees  centigrade.  The  carrier,  plane  or  ship, 
must  be  licensed  to  carry  meat  internationally. 

Frozen  meat  imported  into  Saudi  Arabia  is  subject  to  the 
following   additional    requirements: 

(a)  Meat  should  be  frozen  under  a  temperature  not  above 
(-40)  degrees  centigrade.  It  must  be  stored  under 
temperature  not  above  (-18)  degrees. 

(b)  Frozen  meat  should  not  be  stored  for  more  than  three 
months  (from  the  day  of  slaughter  to  day  of  arrival  in 
Saudi   Arabia.) 


PROBLEMS   AND   OTHER    CONSIDERATIONS 
On-site   interviews   in   Saudi   Arabia  were  especially   helpful    in   detail- 
ing   specific    problems    and    needs   of   the   Saudi    market.      Therefore,    the 
majority    of    the    following    sections    is    comprised    of    information    gleaned 
from   personal    interviews. 

As     mentioned     in     a     previous    section,     U.S.     beef    sells    for    over 
$5,000    per   ton    in    Saudi    Arabia.      Therefore,    one  would   expect  a   rather 
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narrow  market  where  some  beef  sells  for  as  little  as  $1,325  per  ton.  in 
fact,  the  total  U.S.  sales  to  Saudi  Arabia  at  this  higher  price  amounts 
to  under  3,000  tons.  However,  the  size  of  the  high  quality,  specialty 
cut  beef  market  is  likely  over  three  times  that  amount  and  is  expected 
to  grow. 

High  quality  beef  is  a  growth  market  in  the  Kingdom  and,  as  other 
Gulf  countries  generally  follow  Saudi  Arabia's  lead,  more  sophisticated 
outlets    catering    to    equally    sophisticated    customers    can     be    expected. 

In  fact,  the  prospect  for  the  sale  of  Montana  beef  lies  in  the  fact 
of  this  characteristic  narrowness,  quantitatively  and  qualitatively,  of 
the  Saudi-Gulf  market.  The  developmental  position  of  the  Saudi 
wholesaler/retailer's  response  to  the  consumers  of  high  quality  beef  is  a 
perfect  match  for  the  rather  embryonic  stage  of  Montana  beef  pro- 
duction for  export. 

There  are,  however,  certain  serious,  but  surmountable  problems 
which  must  be  solved  if  Montana  is  to  be  a  successful  competitor  in  this 
market.  These  include  transportation,  supply,  price,  custom  slaughter- 
ing, and  on-site  marketing  commitments.  Each  of  these  problems  are 
examined   separately  in  the  following   sections. 

Transportation 

Of  all  the  above  mentioned  problems,  transportation  is  the  most 
difficult.  It  calls  for  serious  in-depth  homework  of  the  most  detailed 
kind. 

There  are  two  major  ports  in  Saudi  Arabia,  Jeddah  in  the  West  on 
the  Red  Sea  and  Dammam  in  the  East  on  the  Arabian  Gulf.  Ports  also 
exist    in    Oman,     United    Arab    Emirates,    Bahrain,    and    Kuwait.      The   two 
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major  transportation  problems  are  the  cost  of  shipping  and  shipping 
time. 

The  distance  advantage  for  exports  from  EC  ports  compared  to 
U.S.  ports  is  significant.  For  example,  the  distance  from  Rotterdam, 
via  the  Suez  Canal  is  6,065  nautical  miles  compared  to  7,903  nautical 
miles  from  New  York,  the  nearest  U.S.  port  (Appendix  B).  This  gives 
the  EC  an  advantage  of  1,838  nautical  miles.  Rotterdam  has  a  greater 
advantage  over  the  U.S.  ports  of  New  Orleans  and  San  Francisco  of 
3,189,  and  6,214  nautical  miles,  respectively.  Australia  has  a  3,016 
nautical  mile  advantage  over  New  York.  It  is  only  when  comparisons 
are  made  with  the  Latin  American  port  of  Montevideo,  Uruguay,  that 
the  advantage  begins  to  swing  toward  the  U.S.  ports  of  New  York  and 
New  Orleans  (but  not  San  Francisco),  however,  the  distance  advantages 
amount  to  only  978  and  627  nautical   miles,    respectively. 

This  distance  difference  sharply  affects  the  amount  of  time  neces- 
sary to  get  U.S.  beef  to  Jeddah  or  Dammam.  Therefore,  it  also  affects 
prices.      According  to  the  Department  of  Transportation: 

..estimated  one-way  trip  costs  for  a  28,000  cwt  charter  vessel 
carrying  15,000  tons  of  cargo  from  Freemantle,  Australia  to 
the  strait  of  Hormuz  is  $357,224  while  the  estimated  cost  for 
the  same  ship  from  New  York  would  be  $469,484  and  from  San 
Francisco,  $581,744.  In  the  case  of  New  York  the  monetary 
difference  is  $112,260,  or  31%  higher,  while  for  San 
Francisco,  the  monetary  difference  is  $224,520  or  63% 
(Appendix   B   and   Table  5.6)    [USDA,    April    1985]. 

Thus,  without  any  special  advantage  for  a  U.S.  exporter  of  beef, 
he  would  be  carrying  a  31  percent  extra  cost  margin  over  an  EC  com- 
petitor who  is  already  enjoying  the  advantage  of  a  subsidy.  In 
addition,  Montana  shippers  would  have  the  added  cost  of  shipping  to 
port  areas. 
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Table  5.6  Ranking    of    Charter     Vessel     Costs     From     Selected    World 

Ports  to  Great  Quion    Island 


One-Way  Total   Trip   Cost  Average   Cost  per  Ton 

From Lowest  Cost  Alternative Lowest  Cost  Alternative 

Fremantle,    Australia  $357,224  a/  $23.81    a/ 

Rotterdam,    Netherlands  402,128  b/  26.81    b/ 

New   York,    USA  469,484  b/  31.30   b/ 

Montevideo,    Uruguay  484,452  a/  32.30  a/ 
Cristobal,    Panama 

(Canal   Zone)  521,872  b/  34.79   b/ 

New  Orleans,    USA  529,356   b/  35.29  b/ 

San    Francisco,    USA  581,744  a/  38.78  a/ 

a/   Indicates  via   Cape  of  Good   Hope 
b/    Indicates  via  Suez  Canal. 

Source:       Middle   East   Port  Survey,    Office  of  Transportation  ,    USDA, 
April   1985 

The  Saudi  Arabian  purchasers  are  very  aware  of  this  burden. 
The  manager  of  the  Saudi  Livestock  Company,  one  of  the  two  suggested 
target  firms  listed  in  this  report,  mentioned  that  the  transportation 
problem  was  the  most  critical  in  trading  with  the  U.S.  He  explained 
that  Saudi  standards  for  shelf  life  requirements,  after  delivery,  are 
taken  directly  from  U.S.  standards.  The  retailer  must  work  within  a 
70-day  time  limit.  If  he  can  receive  chilled  beef  within  28  to  30  days  of 
slaughter,  he  still  has  3  to  4  weeks  of  shelf  life  in  which  to  safely  and 
legally  sell   the  product. 

This  is  a  major  problem  for  a  U.S.  beef  exporter.  Trying  to 
compete  with  high  quality  chilled  beef  from  Scotland  by  flying  the  beef 
to  the  Kingdom  costs  as  much  as  $1.88  per  pound  for  shipping  alone, 
using    air   freight    rates.      This   would   be  added   to  the  $2.25  to  $4.00  per 
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pound  sale  price  for  high  quality  beef.  Needless  to  say,  almost  no  beef 
is  sent  chilled  from  the  U.S.  at  the  current  time.  There  is  a  demand 
for  high  quality  frozen  beef,  but  even  here  timing  is  important.  A  new 
Saudi     regulation     restricts     shelf    life    to    four    months    for    frozen    beef. 

Frozen  beef  can  be  shipped  for  $.18  per  pound  for  full  container 
loads.  Even  this  price  must  be  cut  through  cooperative  shipping 
arrangements  in  order  for  the  venture  to  be  profitable.  The  new  four 
month  regulation  presents  yet  another  time  problem  that  must  be  con- 
fronted  directly. 

This  transportation  and  cost  problem  must  be  studied  carefully  and 
the  inherent  difficulties  solved  if  Montana  is  to  compete  in  this  market. 
All  experts  contacted  were  optimistic,  however,  each  said  the  key  was 
thorough  homework  on  each  link  of  the  transportation  chain  and  intimate 
coordination  by  all   involved   parties. 

Therefore,  Montana  is  probably  restricted  to  sales  of  high  quality 
frozen  beef  that  can  be  shipped  within  the  new  shelf  life  restrictions  of 
the  Saudi  Standards  Organization.  Once  such  hurdles  have  been 
cleared,  the  high  quality  aspects  of  Montana  beef  must  be  emphasized  to 
make  up  for  any  price  margin  disadvantages. 

Supply 

Like    other     U.S.     exports,     beef    has    suffered    from    an    inadequate 

long  term  commitment  to  the  market.      As  one  official   put  it: 

"American  beef  exporters  have  put  a  shadow  of  doubt  in  the 
minds  of  Saudi  Arabian  importers  by  not  meeting  promises  and 
by     not     making     a     full-fledged     commitment     to    the    market." 

Many     of     the     largest    U.S.     meat    processors     have    been     and     are 

currently    involved     in    the    Saudi     market.       Colonial     Beef,    Tama    Meat, 
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Monfort,  and  Fallans  have  all  had  a  stab  at  the  Saudi  market,  but  few 
have  developed  a  long  term   relationship. 

Again,  like  other  products,  U.S.  beef  exporters  have  not  taken 
the  market  seriously  enough  to  make  it  a  continuous  part  of  their 
general  marketing  plan.  Tama  of  Iowa,  a  smaller  broker/meat  exporter, 
has  made  a  more  committed  effort.  Operating  on  a  low  budget  with  a 
good  knowledge  of  Arabic  and  of  Saudi  Arabians,  this  firm  has  literally 
developed  a  market  from  scratch.  Their  key  to  success  was  establish- 
ing a  marketing  presence  in  the  country,  concentrating  on  the  newly 
developing  retail  and  hotel  outlets,  and  then  keeping  their  promises. 
While  they  are  overly  modest  about  their  successes,  one  can  draw 
certain  conclusions  regarding  the  approach  they  used  in  Saudi  Arabia. 
They  simply  responded  in  full  to  the  Saudi's  specific  demands  regarding 
quality  and  logistics  (time,  amounts,  style  of  cut,  Islamic  killing 
requirements,  etc.)  and  to  the  special  needs  Saudi  Arabian  purchasers 
have  for  a  face-to-face  relationship  with   suppliers. 

With  a  direct  relationship  between  a  well -coordinated  state- 
supported  group  of  Montana  beef  exporters  and  a  single  purchaser  or  a 
carefully  targeted  group  of  several  purchasers  from  the  Kingdom,  the 
ability  to  commit  for  steady  supply  would  hit  Montana's  competitors  in  a 
vital  weak  spot.  That  is,  this  market  is  simply  too  small  for  the  com- 
petitors to  go  to  all  the  trouble  necessary  to  keep  it.  With  thorough 
commitment,  Montana's  size  can  add  up  to  the  advantage  of  flexibility 
and  the  capability  to  thoroughly  customize  the  product  for  the  Saudi 
purchaser. 

This  suggestion  should  not  be  taken  only  sociologically,  rather  it 
has    concrete    numerical   dimensions.      For  example,    a  custom  tailored   beef 
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product  with  a  long  term  contract  will  help  make  Montana  beef  more 
competitive  and  attractive. 

Also,  along  this  same  line  of  thinking,  the  more  entangled  the 
Saudi  purchaser  becomes,  i.e.  the  more  the  relationship  approaches 
near  vertical  integration  through  a  combination  of  contract  and  invest- 
ment, the  more  likely  Montana  will  have  a  steady  supply  of  beef  export 
contracts. 

Thus,  coordinated  exporting  based  on  the  specific  needs  and 
requirements  of  a  major  Saudi  Arabian  purchaser  is  the  answer.  The 
more  that  is  done  to  meet  the  purchasers'  needs,  the  greater  his  in- 
centive to  integrate  his  retail  sales  with  Montana  high  quality  beef. 
The  more  Montana  customizes  its  service,  the  more  likely  is  the  chance 
for  long  term  marketing  success. 

Price 

The  price  of  a  cut  of  high  quality  U.S.  beef  averages  $2.25  per 
pound  f.o.b.  The  average  price  for  a  strip  steak  can  be  closer  to 
$3.00  per  pound,  and  $4.00  per  pound  for  ribeye.  When  $.18  to  $.26 
per  pound  shipping  cost  is  added,  the  price  of  U.S.  high  quality  beef 
in  the  Middle  East  market  can  range  from  $2.50  to  $4.25  per  pound. 
This  U.S.  price,  compared  to  an  average  price  of  $.52  per  pound  for 
all  grades  of  beef  from  the  European  Community,  including  shipping 
costs,  indicates  the  strong  disadvantage  U.S.  beef  exporters  are 
currently  facing  in  the  Middle  East  marketplace.  With  such  a  great 
difference  in  cost,  many  Middle  Eastern  purchasers  are  overlooking  the 
important  factor  of  quality  which  the  U.S.  supplier  has  to  offer.  Still 
others,     like    Saudi     Livestock    Company,    are    looking    for    a    relationship 
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with    American    suppliers    which    competes   with   or    is    near  to  the  price  of 
highest  quality  Scottish   beef,    including  the  shipping  costs. 

All  of  this  suggests  just  one  simple  premise:  wherever  logistic 
costs  can  be  minimized,  every  effort  should  be  made  to  decrease  the 
difference  in  price  margins  between  U.S.  and  EC  high  quality  beef 
prices.  At  the  same  time,  unique  characteristics  of  quality  and  custom 
response  to  the  needs  of  Saudi  importers  can  compensate  for  unfavor- 
able price  margins. 

Custom  Slaughtering 

Saudi  Arabian  butchering  facilities  of  the  kind  enjoyed  by  the  Al 
Gosaibi  brothers,  the  largest  Saudi  cold  storage  beef  importer,  or  Saudi 
Livestock  Company  are  second  to  none  of  their  Western  counterparts. 
They  have  the  latest  equipment  and  the  most  advanced  management. 
Thus,  the  only  special  handling  for  Montana  processors  relates  to  the 
need  to  cut  Islamic  style.  This  will  become  more  of  a  demand  in  the 
near  future.  Although  the  facility  is  now  closed,  the  Billings-based 
Midland    Packing    Company  had   slaughtered   beef  to   Islamic  specifications. 

Saudi  demands  as  to  types  of  cuts  are  not  that  exotic.  For 
example,  the  manager  of  Saudi  Livestock  indicated  that  he  required  beef 
that  was  both  "air  chilled"  and  vacuum  packed.  The  air  chilled  cuts 
included  steer  pistola,  young  bull,  young  beef,  boneless  prime  steer 
pistola,  and  seven  other  cuts.  The  vacuum  packed  beef  included 
special   cuts  of  strip   loin,    cube   roll,    and   topside. 

Obviously,  an  actual  order  would  be  more  technical  and  more 
specific.  It  should  be  noted  that  while  Saudi  Livestock  has  only  three 
outlets,    the    Riyadh    unit  alone  purchases  and   sells   8  to  10  tons  of  these 
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orders  per  month  and  they  are  expanding  their  sales  each  and  every 
month. 

They  also  indicated  the  need  for  expertise  in  the  retail  marketing 
of  beef.  Thus,  while  this  rapidly  growing  enterprise  with  a  capital- 
ization of  over  600  million  Saudi  Riyals  (3.5  Saudi  Riyals  to  the  U.S. 
dollar)  has  covered  its  processing  needs,  it  is  now  looking  for  help  in 
the  retail  marketing  side  of  their  business  --  a  business  which  will  have 
stores  throughout  the  Kingdom. 

If  Montana  could  put  together  a  retail  marketing  program  to  train 
the  Saudi  Livestock  Company,  the  demand  for  Montana  high  quality  beef 
would  follow  nearly  automatically.  The  subcontractor  has  investigated 
this    without  much    success;    however,    this    search    deserves   more  effort. 

On-site  Marketing 

Like  other  products,  American  exporters,  through  arrogance  or 
ignorance,  assume  that  a  product  will  take  care  of  itself  despite  the 
knowledge  by  one  and  all  that  the  Saudi  market  is  the  most  sought 
after  in  the  developing  world. 

From  the  beginning  of  the  Saudi  boom,  American  exporters  have 
been  criticized  for  lack  of  follow-up  and  lack  of  on-site  cooperative 
marketing.  Both  of  these  in  turn  derive  from  the  failure  to  do  the 
necessary  homework  about  the  Saudi   market. 

As  to  beef  marketing,  homework  is  indicated  on  the  main  points  of 
this  report  and  leads  readily  to  the  conclusion  that  a  strong  relation- 
ship with  the  importer  should  include  much  more  than  a  single  visit  or 
a  couple  of  obligatory  luncheon  dates.  Potential  exporters  need  to 
follow-up    with    a   cooperative   marketing    plan  which  would  help  the  Saudi 
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wholesaler/retailer  distinguish  the  high  quality  U.S.  beef  from  its  lower 
quality  competition  and  thereby  justify  the  nearly  $2,000  per  ton  higher 
price  margin. 

This  kind  of  in-depth  follow-up  will  be  necessary  if  Montana  is  to 
enter  the  Saudi  market.  Major  Saudi  importers  interviewed  stated 
various  versions  of  the  following:  "Let  the  Montana  exporter  sit  with 
me  face-to-face;  let  us  put  our  heads  together.  This  would  be  good. 
We  can  market  this  product  together." 

Here  again  is  a  direct  invitation  to  get  involved  in  a  market 
perfectly  matched  to  Montana's  high  quality  beef  product.  These  im- 
porters know  that  high  quality  beef  is  the  market  of  the  future  for 
Saudi  Arabia  and  the  Gulf.  They  would  like  their  outlets  to  be 
identified  with  this   kind  of  high  quality  product. 

However,  they  have  to  deal  with  the  problem  of  getting  a  com- 
petitive price  at  which  a  wary  consumer  will  buy.  While  some  con- 
sumers' and  hotel  and  institutional  purchasers'  demand  for  quality 
supercedes  the  entire  question  of  price,  the  majority  must  be  intro- 
duced to  the  advantage  of  buying  high  quality  beef. 

If  there  is  not  a  concrete  and  recognizable  difference  made  be- 
tween high  and  low  quality  beef,  then  there  can  be  little  justification 
for  paying  the  higher  price.  Once  convinced,  this  country  of  con- 
sumers, with  one  of  the  highest  per  capita  incomes  in  the  world,  will 
buy  only  the  highest  quality. 

This  is  the  nature  of  the  invitation  by  these  major  purchasers: 
"We  both  know  there  is  a  difference  of  quality  that  justifies  the  price 
difference;  let's  work  together  to  convince  the  consumers  that  what  we 
know   is   true."      Or,    as   one  of  the  largest  importers  said:      "No  one  can 
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touch    the   quality   of   U.S.    beef;    deliver    it  on    time   and    at   a  good   price 
and  help  us  give  it  an   image  as  good  as   its  quality  and  price." 

While  U.S.  companies  have  been  negligent  in  terms  of  on-site 
marketing  and  follow-up,  it  is  important  to  remember  that  each  firm 
must  consider  the  potential  profit  from  this  marketing  practice.  There- 
fore, these  firms  probably  compare  the  costs  versus  the  projected 
benefits  of  on-site  marketing.  The  USDA  ERS  writes  that  "It  is  very 
expensive  to  station  an  American  business  representative  in  Saudi 
Arabia.  The  cost  per  permanent  U.S.  salesperson  usually  exceeds 
$200,000  annually"  [USDA,  June  1983].  This  figure  assumes  that  office 
support  from  some  other  country  or  business  is  unavailable.  Shared 
office  arrangements  could   reduce  this  cost. 

JOINT  VENTURE  OPPORTUNITIES 
A  primary  goal  of  this  study  was  to  investigate  the  potential  for  a 
possible  joint  venture  involvement  between  Montana  and  other  importing 
countries.  When  viewing  the  possibilities  of  such  a  venture  with  Saudi 
Arabia,  one  must  consider  the  current  investment  climate  in  the  King- 
dom. Saudi  Arabia  has  just  finished  one  of  the  most  historic  "boom" 
periods  in  the  annals  of  modern  industrialization.  It  has  spent  huge 
sums  of  money  on  the  construction  of  infrastructure  of  every  kind, 
from  highways  and  refineries  to  sewer  lines  and  telephones.  All  of  this 
construction  had  to  involve  Saudi  agents  and/or  direct  participation  of 
Saudi  construction  firms.  Accompanying  this  was  an  incredible  real 
estate  scramble.  Land  worth  pennies  became  worth  hundreds  of 
millions.  For  example,  a  lot  the  size  and  width  of  the  area  surrounding 
the  Montana  State  Capitol    Building   sold   last  year  for  $300  million. 
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Saudi  Arabia  is  in  a  breathing  space  between  the  development  of 
an  infrastructure  era  and  the  construction  of  secondary  industries.  In 
this  period,  plants  which  use  gas  related  petrochemicals  are  being 
designed  and  the  financial  packaging  is  being  completed.  Already  an 
"offset  program"  and  a  National  Industrial  Company  have  been  organized 
for  the  purpose  of  coordinating  and  channeling  the  incredible  amounts 
of  capital  lying  idle  in  the  banks  of  the  Kingdom.  The  government  of 
the  Kingdom  is  concerned  that  this  money  will  not  go  into  domestic 
developments  and  are  energetically  developing  incentive  programs  to 
accomplish  the  secondary  industry  projects  which  are  a  part  of  the 
Fourth   Development  Plan. 

The  existence  of  this  idle  money  is  not,  of  course,  a  hidden 
secret.  People  from  throughout  the  world  are  presenting  the  Saudis 
with  every  possible  kind  of  investment  proposal.  The  competition  for 
this  money  gets  more  intense  each  day  and  nearly  every  month  a  new 
idea  as  to  the  best  approach  to  obtain  that  money  is  developed. 

This  research  has  turned  up  two  basic  sources  and  one  funda- 
mental approach  for  getting  some  of  this  investment  capital  to  come  to 
Montana.  There  are  both  individual  ad  hoc  groups  of  investors  and 
established  investment  groups.  The  established  investment  groups  are 
open  to  proposals  but  all  such  ideas  must  come  to  the  group  for  con- 
sideration through  one  of  the  members.  The  ad  hoc  groups  are 
organized  for  a  specific  project  and,  most  importantly,  driven  by  the 
energies  of  a  specific  Saudi   Arabian  excited  about  the  project. 

Given  the  fact  that  both  sources  of  investment  would  be  assessed 
and  that  Montana  is  interested  in  a  vertically  integrated,  joint  venture/ 
forward    contract   arrangement,    one   would    not   want   to   present  the  pro- 
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posal  as  merely  another  possible  American  investment.  Rather,  as  a 
result  of  this  study,  the  proposal  would  target  both  the  specific  seg- 
ment of  the  market  and  the  most  likely  opportunities  for  plant  invest- 
ment in  Montana. 

The  interview  research  suggests  that,  just  as  in  the  selling  of  the 
beef,  the  search  for  investors  in  Montana  packing  facilities  should  be  as 
particular  as  possible.  The  investment  proposal  should  be  suited  to  the 
Saudi  market  and  the  specific  Saudi   investor(s). 

The  proposal  should  be  so  complete  that  there  would  not  be  a 
single  hidden  area  that  could  negatively  be  brought  to  light  under 
questioning  by  a  potential  investor.  The  entire  deal  would  have  to  be 
"packaged."  The  package  would  include  the  complete  statement  of 
capabilities  to  do  Islamic  cutting;  a  program  for  providing  a  steady 
supply  of  unwavering  high  quality  beef;  a  viable,  foreseeable,  price 
structure  and  the  commitment  and  capability  to  do  the  long  term  on-site 
marketing   in  the  Kingdom. 

There  is  a  key  point  of  such  an  approach.  Typically,  in  an 
investor's  proposal,  one  has  to  do  a  marketing  component,  i.e.,  ex- 
plicitly stating  how  and  to  whom  this  product  should  be  sold.  This  is 
not  recommended  in  this  case  since  such  a  proposal  would  only  need  to 
compete  against  others  that  may  be  able  to  export  high  quality  beef  to 
the  Saudi  purchasers  at  a  lower  price.  Thus,  a  major  part  of  the 
"packaging"  factor  is  to  pragmatically  and  credibly  deal  with  the  logistic 
problems  relating  to  price  and  steady  supply  of  high  quality  beef  so 
that  the  investor  sees  the  profit  for  himself  from  both  ends  of  the 
integrated  operation. 
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Finally,  once  the  business  proposal  is  completed,  the  final  ap- 
proach should  be  made  in  two  phases.  First,  demonstrate  the  ability  to 
compete  for  the  Saudi  market  head-on  so  that  a  potential  Saudi  investor 
is  a  ready  purchaser.  Second,  involve  the  part  owner  of  the  process- 
ing unit  and/or  investment  in  the  production  portion  in  a  manner 
typical  of  a  completely  vertically  integrated  operation  from  production  to 
retailing. 

To  appreciate  the  need  for  this  approach,  consider  Saudi  Livestock 
Company's  point  of  view.  They  have  already  invested  in  both  advanced 
custom  butchering  and  in  retail  and  wholesale  outlets,  and  with  their 
capitalization,  they  are  moving  throughout  the  Kingdom  and  the  Gulf. 
But,  they  know  they  cannot  possibly  expand  high  quality  beef  pro- 
duction within  the  Kingdom  to  meet  their  needs.  They  also  need  the 
USA   label. 

Currently,  they  know  that  a  great  portion  of  the  price  they  have 
to  pay  is  because  of  high  transportation  and  middle  man  costs.  If 
Montana  could  cut  the  transportation  costs  through  cooperative  efforts 
and  study,  a  Saudi  would  see  significant  advantage  in  getting  upstream 
control,    to    include    partnerships    with    both    producers    and    processors. 

Thus,  a  Montana  beef  proposal  should  be  packaged  to  attractively 
show  the  long  term  possibility  of  a  profitable  processing  unit  with 
significant  vertically  integrated  price  advantages  to  the  Saudi  beef 
seller  on  the  wholesale/retail   end   in  the   Kingdom. 
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CHAPTER   6 

THE   BEEF   MARKET    IN 

EGYPT   AND   OTHER   MIDDLE    EAST   COUNTRIES 

INTRODUCTION 

The  introduction  to  Chapter  5  indicated  that  the  U.S.  share  of 
agricultural  imports  to  the  Middle  East  and  North  African  countries 
totaled  $3.7  billion  in  1984.  Since  U.S.  exports  to  Saudi  Arabia  totaled 
around  $700  million  in  1984,  approximately  $3  billion  of  products  were 
imported  by  countries  other  than  Saudi  Arabia.  Therefore,  a  review  of 
other  Middle   East  countries  is  warranted. 

Egypt  was  the  second  largest  importer  of  agricultural  commodities 
in  the  region,  following  Saudi  Arabia.  However,  Egypt  was  by  far  the 
largest  importer  of  beef.  A  discussion  of  the  Egyptian  beef  market 
immediately  follows.  In  addition,  a  separate  section  will  investigate  the 
beef  market  potential   in   some  of  the  other  countries  in  that  area. 

EGYPT 
Egypt's  population  has  been  expanding  over  the  past  decade. 
Table  5.1  (in  the  previous  chapter)  showed  that  the  estimated  popula- 
tion of  the  country  in  1982  was  44.7  million.  Current  estimates  show 
that  the  population  is  over  48  million  and  growing  by  almost  3  percent 
annually.  The  population  growth  exceeds  the  growth  of  agricultural 
production. 
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The  total  consumption  of  all  meat  has  risen  from  an  average  of 
344,000  tons  annually  during  the  1970-1975  period  to  844,000  tons  in 
1983.  Per  capita  consumption  for  the  same  two  periods  was  10.2  kg  and 
18.4  kg,  respectively.  The  per  capita  consumption  of  red  meat  has 
increased  from  10   kg   in   1960  to  11    kg   in   1980. 

Egypt  has  become  an  excellent  market  for  less  expensive  cuts  of 
beef  obtained  from  older  animals.  In  addition,  a  special  market  for  beef 
liver  exists  in  Egyptian  hotels.  Top  quality  domestic  veal  may  cost  $5 
per  kg  compared  with  $2  per  kg  for  beef  from  cull  cows  and  $1.70  per 
kg  for  imported   beef  sold  in  co-op  food  stores. 

In  general,  the  demand  for  livestock  products  has  increased  in 
Egypt.  Egyptians  prefer  beef  to  any  other  meat.  In  addition,  they 
prefer  fresh  beef  to  frozen  beef  and  are  willing  to  pay  substantial 
premiums  for  it.  Demand  is  far  greater  than  supply  and  meat  can  only 
be  sold  three  days  per  week.  However  hotels  and  some  restaurants  are 
exempt  from  this  regulation    [USDA,   July  1985,    Cairo]. 

Egypt's  per  capita  disposable  income  was  only  $725  in  1984. 
Because  of  that  and  the  relatively  low  consumer  awareness  of  quality, 
the  market  for  high  quality  beef  will  probably  not  grow  substantially  in 
the  near  future.  The  two  exceptions  to  this  may  be  the  hotel  and 
restaurant    market    and    the    market    for    variety    meats,    especially   liver. 


" 


Beef  Production 


Total  agricultural  production  increased  by  about  2  percent  when 
comparing  1984  to  1983  levels.  Most  of  this  gain  was  realized  in  live- 
stock production.  Production  has  been  profitable  and  occurs  primarily 
in    the   public  sector.      Public  projects  in  desert  areas  include  both  dairy 
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and  feedlot  enterprises.  The  expansion  of  livestock  production  has 
primarily  been  spurred  by  generous  government  subsidies  on  imported 
feed  grains. 

Total  meat  production  in  1984  is  estimated  at  570,000  tons.  Beef 
production  increased  from  259,000  tons  in  1978  to  about  320,000  tons  in 
1984.  Approximately  one-half  of  both  figures  constitute  production 
from  water  buffalo.  Much  of  this  increase  has  occurred  because  of 
increases   in   imported  cattle  from   Europe. 

Estimates  from  the  U.S.  Embassy  in  Cairo  indicate  that  meat  pro- 
duction will  total  285,000  tons  in  1986.  Egypt,  however,  has  several 
production  problems.  Egypt's  small  land  base  has  little  pasture,  caus- 
ing most  animals  to  be  fed  in  confinement.  Roughage  is  in  short 
supply.  Wheat  straw  is  more  valuable  than  wheat  grain.  The  govern- 
ment dictates  the  feed  ration  to  be  fed  and  there  is  only  one  ration 
available.  Managerial  expertise  is  lacking  and  disease  problems  cause 
average  mortality   rates  at  state  farms  to  be  at  least  4  percent. 

Beef   Imports 

Egypt  imported  51  percent  of  its  food  needs  in  1984,  a  dramatic 
increase  over  the  1970  level  of  23  percent.  A  combination  of  low  com- 
modity prices,  special  trade  arrangements,  and  more  liberal  credit 
arrangements  with  the  U.S.  caused  Egyptian  agricultural  imports  to 
total  a  record  $4.1  billion  in  1984.  However,  the  U.S.  share  of  this 
market  totaled  $909  million  which  was  down  from  1983's  level  of  $970 
million.  The  decline  left  the  U.S.  share  of  the  market  at  about  40 
percent.  Imports  from  Australia,  the  EC,  and  Latin  America  increased 
from  1983  levels. 
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Egypt's  imports  of  beef  have  steadily  increased  since  1980.  Beef 
imports  for  1984  totaled  164,000  tons  which  was  17  percent  higher  than 
the  1983  level  of  140,000  tons.  Lower  EC  and  Latin  American  prices 
made  it  difficult  for  the  United  States  to  compete.  U.S.  exports  of 
beef  to  Egypt  declined  from  168  tons  in  fiscal  1983  to  only  28  tons  in 
fiscal  1984  as  the  average  price  rose  from  $3,617  to  $5,396  per  ton.  No 
exports  of  U.S.  beef  to  Egypt  were  reported  during  the  January  to 
March  1985  period. 

Latin  America  was  the  major  source  of  Egypt's  beef  imports  from 
1980  to  1983,  before  the  EC  moved  into  the  lead  in  1984.  The  prefer- 
ence for  fresh  meat  by  Egyptian  consumers  has  resulted  in  an  increase 
in  live  cattle  imports  from  the  EC  for  slaughter  in  Egypt.  Total  EC 
beef  exports  to  Egypt  increased  20  percent  from  1983  to  1984  and 
totaled  65,000  tons.  Ireland  was  the  top  EC  supplier  of  Egypt's  beef 
imports  in  1983  with  12,080  tons,  a  gain  of  49  percent  over  1982  due  to 
bargain  prices. 

Egyptian  importers  have  managed  to  locate  beef  in  Argentina, 
Brazil  and  Uruquay  at  bargain  prices  of  $1,100  to  $1,900  per  ton 
during  the  last  three  years.  Uruguay  undercut  Argentina,  whose  beef 
imports  declined  from  a  peak  of  74,500  tons  in  1982  to  only  31,000  tons 
in  1983  and  token  levels  in  1984,  while  imports  from  Uruguay  increased 
markedly  to  49,000  tons  in  1983.  However,  Argentina  recently  sold 
50,000  tons  of  beef  to  Egypt  for  1985  delivery.  The  average  price  for 
Latin  American  beef  was  $1,700  in  1984. 

U.S.  exports  of  beef  liver  to  Egypt  increased  37  percent  in  fiscal 
1984  to  23,000  tons,  valued  at  $24  million.  A  special  market  exists  for 
liver    in    Egyptian    hotels.      The   price   of   $1,049   per   ton    is   considered  a 
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bargain,    especially    by    private   importers   who    now   account  for  over  half 
the  trade. 

Attractive  prices  offered  by  EC  exporters  could  push  Egypt's  1985 
beef  imports  up  another  15  percent  to  200,000  tons,  with  a  value  of 
$275  million.  The  lower  prices  of  subsidized  EC  beef  in  all  ranges, 
coupled  with  the  effect  of  the  strong  U.S.  dollar,  obviate  any  real 
opportunities  for  increases  of  U.S.  beef  exports  to  Egypt.  Any  in- 
creases will  likely  be  in  the  specialty  cut  hotel  and  restaurant  trade 
where  price  takes  a  place  behind  quality.  However,  the  general 
populace  will  probably  continue  to  consume  lower  quality  beef,  primarily 
due  to  limited  affluence. 

OTHER  MIDDLE  EAST  AND  NORTH  AFRICA  COUNTRIES 
Of  the  $31.5  billion  of  agricultural  imports  by  the  North  Africa  and 
Middle  East  countries  in  1984,  Saudi  Arabia  and  Egypt  accounted  for 
$9.8  billion  (Table  6.1).  Therefore,  the  other  countries  in  the  region 
imported  the  remaining  $21.7  billion.  The  major  importers  of  these 
other  countries  include   Iran,    Iraq,    Algeria,    Kuwait,    and   Libya. 

Most  of  these  countries  have  become  increasingly  dependent  upon 
foreign  food  imports  throughout  the  1970's  and  1980's.  For  example,  in 
the  early  1970's,  about  25  percent  of  food  consumed  in  this  region  was 
imported.  By  1984,  this  import  dependence  had  risen  to  60  percent. 
Primarily,  this  has  been  caused  by  increasing  affluence  as  a  result  of 
oil  production,  and  adverse  weather  and  political  climates  which  have 
hampered   production. 
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Many  countries  have  official  goals  of  becoming  less  dependent  on 
imported  food.  Yet,  only  Saudi  Arabia  has  made  a  strong  move  in  that 
direction.  Kuwait  and  Qatar  import  about  90  percent  of  their  food 
supply.  Agricultural  imports  in  these  countries  along  with  Oman, 
Bahrain,  and  the  People's  Democratic  Republic  of  Yemen  are  expected  to 
increase.  The  United  Arab  Emirates  has  greatly  expanded  output  of 
livestock  and  vegetables  recently,  reducing  its  dependence  upon  im- 
ported food  to  85  percent.  Libya  has  developed  desert  areas  with 
extensive  use  of  imported  irrigation  technology  which  allows  local  pro- 
duction to  provide  nearly  one-half  of  its  food  needs.  Algeria  normally 
imports  about  one-half  of  its  food  supplies  but  this  may  rise  in  1985. 
Iraq's  dependence  upon  imported  food  increased  from  about  44  percent 
in  the  late  1970's  to  approximately  66  percent  in   1984. 

Agricultural  imports  by  the  region  are  expected  to  be  $31  billion  in 
1985.  The  use  of  non-price  competition,  such  as  export  credit  and 
barter,  has  become  increasingly  important  in  this  market.  The  region 
now  imports  from  a  greater  diversity  of  exporting  countries  compared  to 
a  decade  ago.  This  diversity  is  sometimes  linked  to  the  desire  to  not 
become  dependent  on  one  supplier.  However,  political  and  financial 
factors  are  also  important.  Both  the  value  and  the  share  of  this  market 
held  by  the  U.S.  has  increased  since  1982.  However,  the  strength  of 
the  U.S.    dollar  has  probably  tempered  the  increase. 

The  EC  supplied  about  one-half  of  all  of  the  beef  imports  into 
these  other  Middle  East  countries  in  1984  (Table  6.2).  Brazil  was  the 
next  largest  supplier.  Iraq  purchased  93,000  tons  of  beef  while  Iran 
and  Israel  purchased  74,000  and  67,000  tons,  respectively.  Once 
again,    the   majority   of  these   purchases  are  for  lower  quality  beef.      The 
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area  will  continue  to  be  highly  competitive  and  dependent  upon  imports 
in  the  future.  Non-price  competition  will  also  play  a  key  role  in  the 
area's  trade. 


Table  6.2  Beef    Trade    in    the    Other    Middle     East    Countries,     1984 

(1,000  metric  tons). 


Importing   Countries 


United 
Arab 
rag    Iran    Kuwait  Libya   Bahrain    Israel    Emirates  Others  Total 


Exporting 

Countries 

Iraq 

Iran 

Kuwa 

EEC 

36 

45 

11 

Brazil 

37 

_. 

1 

Argentina 

-- 

-- 

-- 

Uruguay 

— 

9 

— 

East  Europe 

17 

10 

3 

India 

-- 

-- 

2 

Australia 

__ 

-- 

-- 

USA 

-- 

— 

1 

Others 

3 

10 

3 

50 


10 


3 

5 

87 

240 

23 

2 

9 

72 

20 

-- 

4 

24 

19 

— 

1 

29 

=  _ 

2 

4 

46 

— 

4 

8 

14 

— 

1 

1 

2 

-- 

1 

-- 

2 

2 

2 

17 

45 

Total 


93       74 


21 


67 


67 


18 


131 


474 


Source:       Australian    Beef    Letter,    July    1985,    Australian    Meat   and    Live- 
stock Corporation. 
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CHAPTER  7 

EVALUATION,  STRATEGY,  AND  RECOMMENDATIONS 

FOR  THE  MIDDLE  EAST 

EVALUATION 

The  discussions  presented  in  Chapters  5  and  6  point  towards 
several  conclusions.  First,  there  is  a  growing  market  for  high  quality 
beef  in  Saudi  Arabia  and  the  other  more  affluent  countries  of  the  Middle 
East.  The  other  less  affluent  countries  will  continue  to  buy  less  ex- 
pensive,   lower  quality  beef. 

Second,  the  primary  market  for  high  quality  beef  is  in  the  hotel 
and  institutional  specialty  markets  where  the  price  has  hovered  over 
$5,000  per  ton. 

Third,  Saudi  Arabia's  much  more  advanced  retailing  structures  in 
the  form  of  modern  franchised  fast  food  chains,  grocery  stores,  restau- 
rants and  hotels  provide  an  appropriate  context  in  which  a  more 
mature,  affluent  and  demanding  customer  would  know  the  difference  in 
quality  and   be  willing  to  pay  higher  prices. 

Finally,  the  competition  is  fierce  for  both  low  quality,  inexpensive 
beef  and  high  quality,  special  cuts.  The  highly  subsidized  EC  markets 
provide  the  major  competition,   especially  Scotland  and    Ireland. 

STRATEGY 
A    new    entrant    into    the    Middle    East    beef    market    must    develop    a 
strategy    for    penetrating    and    maintaining    a    share    of   that   market.      As 
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reported  in  the  previous  sections,  the  most  likely  market  for  high 
quality,  Montana  beef  would  be  Saudi  Arabia.  Therefore,  this  section 
will  outline  a  strategy  for  entering  that  market.  The  following  section 
will  then  describe  the  recommendations  of  this  research  project's  Middle 
East  subcontractor  for  implementing  that  strategy. 

The  foundation  of  the  marketing  strategy  is  that  the  entire  sales 
effort  will  have  to  be  extraordinarily  cooperative.  Specifically,  Montana 
producers,  processors,  non-profit  relevant  institutions,  and  state 
government  authorities  in  the  U.S.  must  be  communicating  and  co- 
operating fully  with  the  Saudi   Arabian   importers  and  government. 

In  order  to  successfully  market  the  single  narrow  commodity  of 
high  quality  beef,  Montana  must  be  willing  to  make  several  commitments. 
These  commitments  include  preparing  beef  Islamic  style  at  no  extra  cost 
and  performing  under  longer  term  contracts.  That  is,  packers  must  be 
willing  to  price  their  product  with  a  contract  covering  several  months 
as  opposed  to  the  current  practice  of  using  the  Yellow  Sheet  for  daily 
quotations.  Along  this  line,  cattle  feeders  and  their  financial,  feed  and 
feeder  cattle  suppliers  must  cooperate  in  order  to  provide  a  steady 
supply  of  fat  cattle  to  packers  at  a  given  price.  It  also  appears  that 
on-site  marketing  is  essential.  In  association  with  on-site  marketing,  it 
will  also  be  important  to  be  involved,  from  a  technical  standpoint,  with 
the  management  of  one  or  more  of  the  larger  Saudi  purchasers  retail 
outlets. 

The  problems  of  transportation  must  also  be  researched  to  the  most 
minute  detail.  An  excellent  forwarder  experienced  in  beef  exports  to 
the  Gulf  area  must  be  retained.  In  addition,  a  long  term  relationship 
with    a    good     shipping    company    must    be    developed.       Both    speed    and 
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costs  wll  be  important  factors  in  choosing  this  company.  Along  this 
line,  it  may  be  necessary  to  develop  a  cooperative  effort  with  current 
exporters  shipping  to  the  Arabian  Gulf  in  order  to  take  advantage  of 
shipping   volume  discounts. 

It  will  be  very  important  to  market  Montana  beef  as  being  markedly 
better  than  the  larger  category  of  U.S.  beef.  A  partnership  between  a 
single  Saudi  importer  and  a  Montana  processor  may  be  the  best  way  to 
develop   many  of  these   requirements. 

RECOMMENDATIONS 

The  previous  section  outlined  the  basic  strategy  that  should  be 
followed  for  a  new  entrant  to  market  beef  in  the  Arabian  Gulf.  Specifi- 
cally, a  highly  coordinated  effort  must  be  made  to  sell  high  quality 
Montana    beef  to   a  single  Saudi  Arabian   purchaser  on  a   long  term  basis. 

In  general,  the  key  to  implementing  such  a  strategy  depends  upon 
both  the  geographic  area  and  particular  purchasers  of  the  product.  In 
this  case,  the  following  six  steps  should  be  performed  sequentially  in 
order  to  market  beef  to  one  of  the  two  Saudi  importers  recommended 
later  in  this  section. 

The  first  step  would  be  to  retain  the  services  of  an  individual  with 
expertise  in  retail  meat  marketing.  This  person  would  act  as  a  project 
coordinator  and  must  have  an  understanding  of  the  Montana  livestock 
industry. 

Second,  it  will  be  necessary  to  develop  a  full  statement  of  current 
capacities  for  processing  beef  for  export  to  the  Saudi  market.  This 
capacity  should  be  determined  in  terms  of  established  facilities  within 
Montana  which  would  require  no  additional  financing  or  capital  ex- 
pansion. 

159 


The  third  step  would  be  to  develop  a  full  statement  of  the  pro- 
jected long  term  supply  of  slaughter  cattle  and  projected  processing 
capabilities  for  export  from  Montana  within  a  variety  of  scenarios. 
These  scenarios  should  depict  the  results  of  different  levels  of  capital 
investment  and  expansion. 

Next,  it  would  be  important  to  formulate  an  analysis  of  the  trans- 
portation logistics  for  exporting  Montana  beef  to  Saudi  Arabia.  Alter- 
native shipping  contracts  with  specific  companies  and  forwarders  should 
be  investigated.  The  feasibility  of  cooperation  with  other  established 
exporters  must  also  be  examined. 

A  fifth  step  would  be  to  prepare  an  attractive  business  proposal 
with  all  of  the  information  collected  in  the  previous  four  steps  included. 
This  proposal  should  contain  the  type  of  information  required  by  any 
business  entity  which  is  considering  a  new  venture.  The  Saudis  are 
astute  businessmen.  Therefore,  this  business  proposal  must  be  com- 
plete. 

Only  after  the  completion  of  these  first  five  steps,  should  the  final 
step  be  taken.  The  final  step  would  be  to  approach  an  appropriate 
Saudi  purchaser  with  the  proposal.  It  is  recommended  that  both  the 
Saudi  Livestock  Company  and  the  Al  Gosaibi  Brothers  be  presented  with 
this  proposal.  The  former  is  primarily  located  in  Riyadh,  Jeddah,  and 
Dammam  and  the  latter  in  the   Eastern   Province. 

This  approach  will  require  considerable  planning.  First,  a  well 
organized  meeting  should  be  arranged  to  discuss  solutions  to  the  prob- 
lems of  Islamic  processing,  reliable  supplies  within  shelf  life  limitations, 
on-site  cooperative  marketing  arrangements,  and  a  price  structure  that 
competes    well    with    comparable    Scottish    high    quality    beef.       It    is    sug- 
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gested  that  this  meeting  be  under  the  auspices  of  the  U.S.  Department 
of  Commerce  and  last  about  two  and  one-half  days.  This  meeting  would 
consist  of  one  and  one-half  days  of  problem  solving  on  the  specific 
subject  of  Montana  high  quality  beef  exports  to  Saudi  Arabia.  Attend- 
ance at  this  meeting   should   include: 

Tom   Poerstal    -   Office  of  Transportation,    USDA 

John   Parker   -   USDA   ERS 

Mark  Gustafson    -   U.S.    Meat   Export   Federation 

Representative  meat  exporter,    e.g.    Lund  of  Midland 

Representatives  from  Montana   Beef  organizations 

Representative  from  a  major  Saudi   beef  importing  firm 

Representatives   from   Montana   State  Department  of  Agriculture 

The  project  or  team  coordinator 

Representative  of  a  U.S.    marketing  firm  with  ties  to  the  area, 

such  as   Intermarket  Network,    as  meeting  coordinator. 

On  the  remaining  full  day  of  the  meeting,  problem-solvers  would 
report  to  any  of  several  potential  producer  organizations  or  various 
independent  producers  and  processors  as  to  what  they  have  discovered. 
Basic  position  papers  should  be  written  and  screened  by  the  project 
coordinators  and  the  Montana  Department  of  Agriculture,  prior  to  the 
meeting. 

A  subcommittee  should  be  established  to  investigate  the  potential 
opportunities  for  a  joint  venture  with  either  of  the  two  Saudi  pur- 
chasers based  upon  the  business  proposal  discussed  earlier.  The 
commitment  of  a  long  term  relationship  must  be  established  before 
vertical    integration   via  foreign   capital   investment  is   possible. 
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The  second  round  of  work  would  involve  an  invitation  by  the 
Montana  Department  of  Agriculture  to  one  or  both  of  the  proposed  Saudi 
purchasers.  This  invitation  would  include  a  review  of  the  existing  or 
proposed  facilities  that  will  be  used  to  meet  the  needs  of  the  foreign 
purchasers.  Special  attention  to  the  particular  company's  needs  and 
the  Saudi  market  parameters  should  be  the  prime  topic  of  this  visit. 
This  proposed  visit  could  be  held  concurrently  with  the  aforementioned 
problem  solving  meeting.  In  this  way,  there  would  be  no  surprises. 
The  visiting  Saudi  would  have  already  been  briefed  by  the  project 
coordinators  and  State  government  representatives.  The  objective 
would  be  to  convince  the  visitor  that  here,  after  all,  is  a  steady,  solid 
relationship  that  compensates  for  any  price  or  time  disadvantages  by 
taking  all  of  the  doubt  and  headaches  out  of  the  process  and  giving  the 
purchaser  the  ultimate  possibilities  in  terms  of  custom  delivery  of  high 
quality  beef. 

A  third  contact  would  be  a  follow-up  to  the  first  two.  A  group 
would  then  meet  with  the  Saudi  purchasers  to  sign  the  first  contracts 
for  beef  and/or  training.  This  group  should  include  either  a  State 
Senator,  Representative,  or  the  Governor.  Such  a  visit  has  been  sug- 
gested for  some  time.  A  Saudi  will  respond  positively  because  of  the 
notoriety  his  firm  will   get  from  such  a  high   level   visit. 

SUMMARY 

The  reader  of  this  report  may  feel  that  the  investment  in  time  and 
effort  toward  "packaging"  Montana  beef  exports  to  Saudi  Arabia  is 
simply   too   great   to   be   justified    in    terms   of   the    size   of   the  market  and 
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the  general  effects  on  profit  margins  by  stiff  competition  and  disadvan- 
tageous logistics  such  as  transportation  costs.  This  is  at  least  partially 
a  qualitative  judgement  call.  It  is  a  matter  of  choosing  market  access 
for  the  long  term  over  market  margins  in  the  short  term.  This  access, 
if  properly  integrated  for  the  long  term,  can  also  lead  to  sales  through- 
out the  Gulf  and,  even  more  promising,  to  sales  of  management  exper- 
tise and  even  other  agricultural   products. 

Getting  established  in  the  market  is  the  first  objective.  This 
involves  the  articulation  and  the  promotion  of  a  long  term  vertical 
involvement  in  the  market  by  the  State  and  the  producer/processors  of 
meat  products  throughout  Montana. 

The  large  importers  in  Saudi  Arabia,  the  government  and  nonprofit 
experts  in  the  U.S.  all  said  the  same  thing:  "We  can  compete;  but  it 
will  require  a  higher  level  of  homework  and  packaging;  but  most  of  all 
it  will  require  cooperation  at  every  link  in  the  chain  from  the  Montana 
producer  to  the  Saudi   retail   counter." 
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CHAPTER    8 

SUMMARY   OF   ACTIVITIES 
A    TRADE    TEAM    VISIT   TO    PACIFIC    RIM   COUNTRIES 

INTRODUCTION 


During  late  October  and  early  November  of  1985,  Governor  Ted 
Schwinden  lead  a  trade  mission  from  Montana  to  the  Orient.  The  main 
contingent  traveled  to  Taiwan,  Korea  and  Japan.  Part  of  the  agri- 
cultural contingent  met  the  trade  team  in  Tokyo,  Japan.  After  meetings 
in  Tokyo,   the  group  traveled  on  to  Hong   Kong  and  Singapore. 

The  agricultural   trade  team  members  included: 

Mr.      Keith     Kelly,     Director,     Montana     Department     of     Agriculture 

Mr.  Herb  Townsend,  Rancher  and  President  of  the  Montana  Beef 
Council 

Mr.  John  Morse,  Rancher  and  Board  Member  of  the  U.S.  Meat 
Export   Federation 

Dr.  LeRoy  Luft,  President,  AMEC  Inc.,  and  contractor  for  the 
Beef  Marketing  Study 

Mr.  William  Anawaty,  ANARI,  Inc.,  Washington  D.C.,  and  sub- 
contractor for  the  Pacific  Rim  portion  of  the  Beef  Marketing 
Study 

Dr.    William  Tietz,    President,   Montana  State   University 

Dr.    John  Jutila,    Vice  President  for  Research,    Montana  State 
University 
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The  purpose  of  the  trade  mission  was  to  explore  the  possibilities 
and  the  likelihood  of  exporting  Montana  beef  to  the  Pacific  Rim 
Countries.  The  trade  team  visited  with  key  players,  both  private  and 
governmental,  involved  in  the  complicated  process  of  getting  U.  S.  beef 
to   the   consumers    in    the   countries   of  Japan,    Hong    Kong  and  Singapore. 

In-country  arrangements  for  meetings  and  interviews  were  made  by 
Bill  Anawaty  and  his  associates  in  AS  International  in  Japan  and  by 
associate  Donald  Taylor,  Tech  Transfer  Asian  Ltd.  in  Hong  Kong. 
Arrangements  in  Singapore  were  made  by  Foo  Ming  Hian,  Asian  Director 
of  the  U.S.  Meat  Export  Federation  in  Singapore.  The  work  and  as- 
sistance of  these  individuals  is  recognized  as  critical  to  the  success  of 
the  trip. 

JAPAN 

Numerous     visits    were    made    in    Japan.       These    visits    included    a 
cross    section   of   government   and    private   individuals    and    companies.      A 
brief  summary  of  these  visits  follows. 
U.S.    Embassy 

Bryant  H.    Wadsworth,    Agricultural   Counselor 

John   Child,    Agriculture  Attache 

Tomoo  Moriyama,    Agricultural   Specialist 

Mr.  Wadsworth,  serving  as  spokesman  for  the  group,  indicated 
that  the  quota  system  and  the  LI  PC  are  the  factors  which  limit  addition- 
al U.S.  beef  exports  to  Japan.  This  has  been  a  very  sensitive  issue 
and  is  currently  in  a  truce  period  because  of  a  recently  signed  five 
year  agreement.  Attention  recently  has  been  focused  on  the  import  of 
additional   forest  products  from  the  U.S. 
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In  Japan,  the  price  stabilization  program  helps  to  eliminate  cattle 
cycles.  The  price  stabilization  program  is  explained  earlier  in  this 
report. 

The  quota  system  is  seen  as  a  difficult  system  around  which  to 
work.  The  recent  Simultaneous-Buy-Sell  Agreement  (SBS)  allows  ex- 
porters to  deal,  to  a  limited  extent,  with  the  end  user.  Because  of 
this  agreement  a  small  portion  of  the  beef  now  circumvents  the  LI  PC. 
It  was  pointed  out  that  52  and  58  percent  of  two  recent  tenders  were 
"free"  from  the  quota. 

It  is  not  entirely  clear  to  what  extent  certain  items  are  included  or 
excluded  from  the  quota  system.  Montana  Beef  Jerky  was  frequently 
discussed.  The  Embassy  feeling  is  that  if  beef  jerky  is  cut  in  less 
than  seven  inch  pieces,  it  is  considered  processed  and  outside  of  the 
quota.  This  is  not  a  uniform  policy,  however,  and  it  was  suggested 
that  a  label  and  description  be  sent  to  the  Embassy  to  be  checked  out 
with  customs  officials. 

These  officials  pointed  out  that  the  Japanese  would  be  concerned 
about  Montana's  long  term  ability  to  deal  directly  with  the  market. 
They  felt  there  would  be  very  little  change  in  the  market  structure  and 
market  procedures  in  Japan.  While  U.S.  packers  work  to  develop  long 
term   relationships,   the   LI  PC  makes  this  difficult. 

The  concept  of  joint  venture  was  discussed.  Embassy  officials  do 
not  see  the  Japanese  investing  directly  in  U.S.  feedlots.  In  the  long 
run,  however,  there  may  be  some  trading  companies  interested  in  joint 
venture  activities  on  the  meat  slaughter  end. 

The  important  and  frequently  mentioned  long  term  relationship 
must    be    built    on    the    foundation    of    stability,     i.e.     stability    of    price, 


166 


quantity,  and  availability.  Timeliness  is  very  important  because  stocks 
are  not  held  due  to  a  general  lack  of  warehouse  space.  Suppliers  must 
supply  warehousing  and  delivery.  Price  competition  is  avoided  but  a 
high     level    of    non-price    competition,     especially    service,     is     required. 

The  Japanese  buyers  want  40  pound  boxes  of  beef  as  opposed  to 
the  normal  60  pound  U.S.  package.  A  good  job  of  packaging  and 
shipping  is  required.  It  was  mentioned  that  the  U.S.  has  its  present 
share  of  the  market  more  because  of  politics  than  because  the  U.S.  is 
doing  a  good  job  of  supplying  beef. 
U.S.  Meat  Export  Federation 
Philip  Seng,    Director 

This  luncheon  meeting  was  held  at  Tokyo  Joe's  Restaurant,  a 
restaurant  serving  primarily  U.S.  beef.  Mr.  Seng  indicated  that  the 
USMEF  has  been  in  Japan  since  1976,  opening  its  office  there  in 
December  of  1977.  The  role  of  the  USMEF  is  to  promote  exports  of 
U.S.  meat  by  creating  a  demand  within  Japan.  Their  activities  include 
a  quarterly  magazine,  seminars  and  activities  by  a  consumer  affairs 
specialist  in  addition  to  continuing  personal  visits.  There  are  some  300 
consumer  organizations  in  Japan. 

It  was  pointed  out  that  Australia  spends  four  to  five  times  as  many 
dollars  on  an  annual  basis  to  promote  beef  in  Japan  than  the  U.S.  does 
for  ail   meat.      Denmark  spends  twice  as  much  as  the  U.S. 

The  Japanese  farmers  produce  70  percent  of  the  beef  consumed. 
Of  the  30  percent  that  is  imported,  70  percent  is  oceanic  grass  fed  beef 
and  the  other  30  percent  is  U.S.  grain  fed  beef.  About  70  percent  of 
the  domestically  produced  beef  is  dairy  beef  and  the  remaining  30 
percent  is  Wagyu  or   Kobe  beef. 
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The  Japanese  rank  the  sources  of  beef,    in  terms  of  quality. 

1 .  Wagyu   -   Kobe 

2.  U.    S.    grain   fed 

3.  Holstein 

4.  Oceanic 

Mr.    Seng    indicated    that    he    knows    two   Japanese   trading    company 
officials   that   he   would    contact   to   get    reactions    regarding    the    purchase 
of    Montana    beef.       One    of   these    individuals    is    an    importer    into   Japan. 
He  will  make  the  contacts  and  get  back  in  touch   with  Mr.    Kelly. 
Iowa   Beef 

Mr.    Steve  P.    Quaiver,   Managing   Director  -   Asian   Division 

Mr.  Quaiver  pointed  out  that  Iowa  Beef  opened  their  Tokyo  office 
in  April  of  1984,  but  had  been  working  in  the  area  since  1977.  Their 
opinion  is  that  the  quota  system  is  a  virtue  because  it  is  split  between 
grain  fed  and  grass  fed  beef.  The  U.S.  has  the  grain  fed  portion  of 
the  market  in  the  form  of  boxed  beef.  He  feels  that  without  the  quota 
system  there  would  be  free  competition  and  no  distinctions  between 
grain  and  grass  fed  beef.  Without  this  distinction  the  grass  fed  com- 
petition would  keep  the  U.S.  out.  His  theory  is  that  the  U.S.  must 
work  to  keep  the  quota  and  increase  the  percentage  of  grain  fed  beef 
within  the  quota.  In  the  latest  rounds,  which  increased  the  quota  by 
10  percent,  the  distinction  was  not  made  between  grain  or  grass  fed 
beef.  Upon  realizing  this,  the  U.S.  negotiated  and  received  60  percent 
of  the  10  percent  increase  while  Australia  received  the  remaining  40 
percent. 

The  SBS  Agreement  now  allows  buyers  and  sellers  to  deal  in 
smaller    quantities.       There    are    some    small    niches    in   the   market   that  a 
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small  company  could  use  to  make  inroads  In  the  market.  For  instance, 
Iowa  Beef  does  not  do  portion  control  cutting.  While  this  is  not  in 
great  demand,  some  purchasers  would  like  some  additional  cutting  almost 
to  the  point  of  portion  control,  which  would  prevent  the  end  user  from 
having  to  partially  thaw  a  larger  cut  of  beef  in  order  to  get  a  partial 
portion  control  cut. 
Saibu    Department  Store 

A  visit  was  made  to  a  major  department  store  to  view  the  meat 
displays.  This  was  a  large  store  at  the  end  of  a  subway  run  and  was, 
therefore,  very  busy.  The  meat  was  displayed  in  a  beautiful  manner  in 
numerous  counters.  The  sales  people  were  quite  aggressive,  with  a 
manner  similar  to  a  carnival  barker.  There  was  no  U.S.  beef  in  this 
store.  Prices  ranged,  in  U.S.  dollars,  from  $20.00  per  pound  for  Kobe 
beef  to  $6.00  per  pound  for  regular  beef  and  chicken  and  $7.00  per 
pound  for  lamb.  The  Japanese  take  great  pride  and  exhibit  artistry  in 
displaying  their  beef. 
Tokyo  Meat  Service  Company 
Mr.    Ryozo  Asada,    President. 

The  group  received  a  tour  of  this  slaughtering  and  market  facility 
which  was  just  completed  in  May.  Animals  are  slaughtered  one  day  and 
the  carcasses  are  auctioned  the  next.  Average  carcass  weights  were 
380  kg  or  838  pounds.  Producers  of  the  Wagyu  beef  give  gift  prizes  at 
the  time  of  the  auction. 

According  to  Mr.  Kondo,  the  General  Managing  Director,  about 
150,000  cattle  and  300,000  hogs  are  slaughtered  annually.  Ninety-five 
percent  of  the  cattle  slaughtered  are  auctioned  and  handled  by  the 
wholesale   cooperative   association.      They  then  sell   wholesale  primal   cuts. 
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Their  history  of  handling  imported  beef  is  fairly  recent.  Whole- 
salers here  have  expanded  and  now  supply  to  restaurants,  fast  food 
outlets  and  meat  markets.  Therefore,  they  have  increasing  interests  in 
U.S.  grain  fed  beef.  This  association  sends  a  team  to  the  U.S.  each 
year  and  has  visited  Colorado,  Iowa  and  Nebraska.  They  know  Montana 
is  a  feeder  cattle  supplier  and  were  curious  about  our  inquiries  into 
exporting   beef  to  Japan. 

Mr.  Kondo  stated  that  their  government  is  urging  beef  producers 
to  become  more  efficient  and  to  finish  their  Wagyu  beef  in  24  months 
and   holstein   beef  in   17  months. 

Mr.  Kondo  also  asked  if  Montana  could  be  competitive  with 
Colorado  and  if  there  would  be  a  consistent  supply.  He  further  sug- 
gested our  group  get  in  touch  with  their   Denver  office. 

When    asked  about  partial   portion   control   cuts,   they  indicated  there 
was    no    economic    advantage    and    their    wholesalers    would    not    consider 
handling   portion  control   cuts.      Their  interest  is  in   primal   cuts. 
AS   International 
Masaaki  Segawa,    President 
Keisuke   Kaneko,    President,    Kaneko  Corporation,    Ltd. 

This  luncheon  meeting  was  with  Bill  Anawaty  and  Mr.  Masaaki 
Segawa,  the  president  of  the  company  in  which  Mr.  Anawaty  is  a  princi- 
pal.     Also  attending   was  Mr.    Kaneko,    a  cooperator. 

This  group  discussed  the  difficulty  in  dealing  with  beef  in  Japan. 
It  was  their  feeling  that  domestic  production  of  beef  would  increase  the 
same  amount  that  exports  were  allowed  to  increase.  The  typical  house- 
wife would  buy  beef  once  per  week.  The  typical  size  unit  of  beef  in  a 
store  is  100  grams. 
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They  felt  that  a  Montana  strategy  must  include  a  relationship  with 
a  specific  company  and  that  the  state  would  have  to  be  represented  in 
the  country.  They  also  felt  that  Montana  could  have  a  specific  restau- 
rant identification   for   its   beef. 

Tokyo  Maruichi    Foods   Co.    Ltd.    (Trading   Company) 
Mr.    Akinosi   Tetsuyama,    President 

This  group  stated  they  would  be  increasing  their  beef  imports  in 
the  future  and  welcomed  our  visit.  They  now  buy  on  direct  contract 
from    IBP. 

They  pointed  out  that  the  Japanese  are  very  quality  conscious. 
Because  of  this,  they  would  like  to  deal  with  a  small  company  that 
would  meet  their  specifications.  They  feel  that  U.S.  packaging  does 
not  meet  their  tastes  and  guidelines.  For  example,  steak  size  must  be 
adapted  to  Japanese  preference.  Also,  they  pointed  out  that  USDA 
standards  vary  from  plant  to  plant  regarding  fat  content  and  leanness 
of  meat. 

They  currently  have  a  subsidiary  called  Mercury  Overseas,  located 
in  Los  Angeles  and  suggested  that  the  Montana  group  contact  them  for 
future  discussion. 

Kibun    Food   Company   (Hosho  Trading   Company   -   Subsidiary) 
Mr.    Toshio  Okawara,    Executive  Vice   President 

Upon  initiating  this  meeting  it  was  found  that  this  group  dealt 
primarily  in  offals  and  other  commodities.  They  do  not  have  any 
portion  of  the  quota.  This  is,  however,  one  of  the  largest  Japanese 
trading  companies  and  has  factories  in  Seattle,  Washington  and  Raleigh, 
North   Carolina. 
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Meidi-Ya  Company   Ltd. 
Keiichi    Isono,    President 

This  year  marked  the  100th  anniversary  of  this  trading  company. 
They  employ  approximately  3,000  people  in  19  offices,  52  depots  and  23 
retail  stores.  They  have  imported  U.S.  beef  for  many  years  and  have 
had  a   license  with   Gerber  baby  foods  for  25  years. 

They  started  the  meeting  by  stating  that  U.S.  cutting  methods 
were  different  than  theirs  and  were  not  meeting  their  needs.  They  also 
questioned  the  quality  of  barley  fed  beef  as  compared  to  corn  fed, 
stating   that  corn  fed   beef  is  sweeter  and   better  fits  the  Japanese  taste. 

They  said  they  desire  a  good  packer  with  a  good  quality  product. 
A  small  packer  appeals  to  them  but  any  decision  would  be  made  at  some 
higher  level.      Presently,    IBP  is  their  main  supplier. 

They    expressed    appreciation    that   we   were   there  to   seek   informa- 
tion  and    stated  that  too  often   U.S.   exporters  tried  to  force  U.S.    speci- 
fications on  the  Japanese. 
Livestock   Industry  Promotion   Council 
Mr.   Mori,    President 

This  dinner  meeting  was  hosted  by  Mr.  Mori  and  his  staff  from  the 
Livestock  Industry  Promotion  Council.  This  dinner  was  attended  by 
Governor  Schwinden  as  well  as  the  beef  group.  After  the  formal  re- 
marks, only  a  few  questions  were  asked.  No  other  meeting  with  this 
group  took  place. 

Ministry  of  Agriculture,    Forestry  and   Fisheries 
Mr.    K.    Kakudo,    Vice  Minister 
Mr.    A.    Uryu,    Deputy  Director  General  of  the   Livestock  Bureau 
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Meetings  with  the  above  individuals  were  separate  and  in  both 
cases  quite  formal.  Governor  Schwinden  made  comments  at  each  meet- 
ing. The  initial  meeting  with  the  deputy  director  did  not  result  in 
much  discussion. 

The  vice  minister  had  just  completed  meetings  regarding  timber 
and  those  meetings  were  very  much  on  his  mind.  Most  of  his  comments 
remained  on  that  topic.  He  did  comment  that  future  food  requirements, 
as  far  as  calories  were  concerned,  would  not  likely  increase  beyond  the 
2600  caloric  level  consumed  in  Japan.  He  felt  that  caloric  intake  may  in 
fact  decrease.  He  sees  no  increase  in  agriculture  trade  but  hopes  that 
the  quality  of  products  will   increase. 

Pan  Japan    Imported  Meat   Industry's  Cooperative  Association   (Zenyuren) 
Mr.    Takaaki  Sakai 

Mr.  Sakai  traveled  from  Osaka  for  this  meeting  with  the  Governor 
and  the  beef  team.  He  was  introduced  by  his  interpreter,  Rocky,  as 
the  big  kingpin  of  the  meat  industry.  Mr.  Sakai  appears  to  be  the 
number  one  Dowa  person  in  the  country. 

His  group  has  developed  a  process  for  vacuum  packaging  and 
freezing  beef.  They  have  a  special  boxing  and  freezing  facility  which 
cuts,  trims  and  freezes  according  to  Japanese  specifications  and  prefer- 
ences. Packages  are  individually  wrapped  and,  when  thawed,  return  to 
the  color  of  fresh  beef.  The  taste  and  visual  quality  of  fresh  beef  is 
maintained. 

The  group  has  a  plant  in  San  Francisco.  For  this  plant  they  want 
prime  or  high  choice  grade  beef.  They  did  not  rule  out  the  possibility 
of  buying  carcasses  in  Montana  and  shipping  them  to  San  Francisco  for 
freezing.      The  economics  of  this  was  questioned. 
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They  pointed  out  that  they  had  5-10  percent  of  the  quota  from  the 
U.S.  Mr.  Rick  Okumato  is  a  buyer  that  visits  the  U.S.  and  would  like 
to  visit  Montana.  They  felt  that  small  plants  could  cooperate  to  pro- 
duce a  product  desired  by  the  Japanese  consumer.  They  were  asked  to 
contact  the  Governor's  office  directly  regarding  any  follow  up. 
Mitsui  &  Company ,  Ltd. 
Mr.    Hisakazu    Hayakawa,    Manager,    Beef  &  Mutton   Section 

Mr.  Hayakawa  recited  a  number  of  statistics  regarding  meat  pro- 
duction and  consumption  in  Japan.  He  stated  that  increased  beef 
consumption  would  be  at  the  expense  of  poultry  and  fish.  Any  in- 
creased consumption  of  beef  will  occur  outside  the  home. 

He  felt  that  companies  trying  to  export  to  Japan  should  be  pre- 
pared to  supply  the  tenderloin  to  Japan  and  consume  the  rest  in  the 
U.S.  Thirteen  plants  in  the  U.S.  are  registered  by  the  LI  PC  but  they 
are  open  to  registering  others.  It  is  necessary  for  an  exporter  or  a 
plant  to  register  with  the  MAFF   in   Denver. 

Mitsui  &  Company  currently  buys  through  their  Chicago  office  with 
their  Chicago  officer  being  Mr.  Joe  Miyama.  They  did  not  rule  out  the 
possibility  of  a  joint  venture  for  purposes  of  slaughtering  and  packing 
only. 

Lamb  imports  were  discussed  but  dismissed  when  they  indicated 
that  they  import  only  45  tons  per  year  and  the  U.S.  price  is  two  times 
that  of  New  Zealand. 

HONG    KONG 
The    various    meetings    in    Hong    Kong    were    arranged    by    Mr.     Don 
Taylor,    Tech    Transfer,    Asia,    Ltd.      He    is   a  former  acquaintance  of  Bill 
Anawaty. 
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Foreign   Agriculture  Service   -   USDA 
Michael    L.    Humphrey,    Agricultural   Officer 

Mr.  Humphrey  pointed  out  that  under  the  old  system  of  exporta- 
tion-importation, companies  in  Hong  Kong  came  to  the  U.S.  Embassy  to 
place  orders.  The  new  system,  currently  in  place,  is  a  Buyer  Alert 
Program  whereby  Washington  D.C.  sends  lists  of  companies  wanting  to 
export  from  the   U.S. 

Beef  imports  in  1984  were  down.  New  Zealand  and  Australia  beef 
exports  are  very  strong  in  Hong  Kong.  The  U.S.  has  been  in  the 
hotel  trade.  The  Australians  are  about  to  launch  a  major  campaign. 
This  involves  five  local  marketing  specialists  with  authority  to  sign 
contracts. 

Hong  Kong  is  presently  the  second  largest  market  for  U.  S. 
poultry.  U.S.  meat  is  recognized  as  high  quality  but  price  is  the 
problem  for  local  consumers.  There  is  no  local  beef  production  for  the 
6  million  consumers.  In  addition,  there  were  some  3.2  million  tourists 
in  1984,  bolstering  the  hotel  and  restaurant  trade.  Very  few  Chinese 
families  would  eat  U.S.  beef  because  of  price.  McDonalds  gets  their 
beef  from  Australia. 

The  suggested  approach  was  to  contact  key  importers  and  intro- 
duce the  meat  line  to  be  exported.  It  would  be  necessary  to  identify  a 
local  agent  to  promote  the  meat  item.  The  Embassy  is  available  to  help 
any  state.  Iowa  and  Illinois  have  state  offices,  however,  much  of  their 
activity   is   in   promoting   reverse   investment  to  the   United   States. 

China  is  aggressively  developing  cattle  operations,  especially 
dairy,    at    the    present    time,    with    an    eye    on    exporting    to    Hong    Kong. 
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New  World    Hotel 

Mr.    Kurt  Schwartz,    Executive  Chef 

Mr.  Schwartz  indicated  that  various  hotels  use  different  quality 
beef.  He  ranked  the  Regent  Hotel  as  one  of  the  best  and  said  they 
serve  the  highest  quality  available.  His  hotel  serves  slightly  lower 
quality.  He  uses  chilled  New  Zealand  beef  in  his  coffee  shop  and  uses 
U.S.    beef  in  the  restaurant. 

He  does  his  own  cutting.  His  comparison  of  price  for  strip  loin 
was  as  follows: 

U.S.    chilled  $43.00  HK/lb.  $5.66   U.S. 

U.S.    frozen  28.00  HK/lb.  3.68  U.S. 

New  Zealand  chilled  18.30  HK/lb  2.41    U.S. 

Australian  chilled  18.10  HK/lb.  2.38   U.S. 

He  indicated  that  New  Zealand  products  were  very  high  quality 
and  close  to  U.S.  meat  for  tenderness.  Most  banqueting  uses  New 
Zealand   beef.      He  does  not  buy  from  Australia. 

Some  major  hotels  prefer  portion  control  cuts  as  do  some  steak 
houses.  Uniform  size  and  quality  are  very  important.  He  deals 
directly  with  suppliers  and  looks  for  stability  of  quality  and  supply. 
Service  is  presently  good  but  there  is  a  wide  choice  of  suppliers. 
Suppliers  generally  have  two  to  three  months  to  deliver  from  the  time 
the  order  is  taken.  This  requires  a  price  decision  at  the  time  of  order- 
ing. He  does,  however,  get  a  new  price  sheet  every  month.  Suppliers 
must  be  price  competitive,   given  the  quality  specifications. 

He  has  not  experienced  any  packaging  problems.  Shippers  must 
meet  trimming  specifications  and  "leave  in  the  states  what  we  cannot 
use."      He   has    no    problem  getting  what  he  wants.      Competition   is   keen. 
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The   strength    of   the    U.S.    dollar  gave  New  Zealand  a  greater  entry 
into   the   market.      The   major   competition,    he   feels,    would   be  with  other 
U.S.    companies. 
San   Francisco  Steak  House 
Joseph   Velardi,    Managing   Director 

This  business  started  in  1967.  Mr.  Velardi  stated  he  uses  higher 
priced  beef  and  passes  the  additional  cost  to  his  customers.  Com- 
petition in  both  price  and  quality  is  keen.  One  must  get  their  foot  in 
the  door  and,    in  his  opinion,   this  is  done  via  price  competition. 

He  leases  refrigerated  warehouse  space  which  pushes  costs  up.  It 
is  necessary  to  hold  meat  for  several  months.  He  spends  $75,000  per 
shipment,   every  two  months. 

He  felt  he  could  deal  direct  with  a  plant  and  cut  out  the  middle- 
man,   although  he  has  never  done  so. 

They  prefer  to  cut  the  beef  themselves  and  are  not  interested  in 
portion  control.      He  deals  with  fabricators. 

He  stated  specifically  that  a  new  entrant  into  the  market,  besides 
having  a  good  price  and  a  quality  product,  must  show  they  can  stay  in 
business  and  be  available  to  service  the  needs  of  the  customer.  He 
said  it  would  be  necessary  to  work  their  way  up  and  into  the  system  by 
gaining  the  confidence  of  the  buyer. 
Hong  Kong  Hilton 
Mr.    Andreas    Bossard,    Executive   Assistant  Manager,    Food  and   Beverage 

Mr.  Bossard  indicated  that  he  buys  his  beef  directly  from 
importers/agents.  He  felt  it  was  important  to  have  an  agent  located  in 
Hong  Kong.  He  was  currently  flying  in  some  chilled  Black  Angus  beef 
from   Scotland    which    he   said    was   cheaper   than   from   the    United    States. 
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This  was  being  done  on  a  trial  basis.  The  hotel  obtains  an  importer's 
license  for  its  air  shipped  beef  and  deals  directly  with  the  exporter. 
He  said  that  top  Hong  Kong  hotels  offer  Japanese,  English  and 
American  beef.  They  have  shipped  in  some  certified  Black  Angus  beef 
from  the  U.S. 

Cuts  most  likely  purchased  from  the  U.S.  would  be  tenderloin, 
striploin,  ribs  and  shoulder.  The  rest  of  their  purchases  would  come 
from  New  Zealand  and  in  some  cases,  Australia.  Approximately  65 
percent  of  the  beef  comes  from  New  Zealand  and  Australia  and  35  per- 
cent from  the  U.S. 

It  was  again  pointed  out  that  the  most  important  needs  were 
quality  and  price.  He  said  if  he  were  to  look  at  a  tender  for  10,000 
pounds  of  beef  he  would  look  at  quality  and  price  without  concern  of 
the  packer's  identity.  They  are  not  concerned  where  the  local  agent 
would  get  the  beef.  He  felt  that  in  dealing  with  the  U.S.,  the  U.S. 
packer  would  serve  as  an  agent  and  sell  to  a  Hong  Kong  agent  who  in 
turn  would  sell  to  the  hotel. 

He   indicated   that   a   great   potential    in  this  part  of  the  world  would 
be    the    hotels    which    will    be    opening    in    China.       He    also    felt   that  the 
market    in    Hong    Kong    would    double    in    five   years    because   it   will    serve 
as  an  export  or  pass  through  area  for  beef  going  into  China. 
Tech  Transfer  Asia,    Ltd. 
Donald  Taylor,    Managing   Director 
Karel   Hofland,    Retail  and    Institutional   Markets 

The  morning  and  noon  luncheon  was  spent  with  the  principals  who 
helped  line  up  the  Hong  Kong  portion  of  the  tour,  Tech  Transfer  Asia. 
They  also  have  another  company  called  Tech  Mark  Asia  which   is  a 
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marketing  consulting  group  serving  worldwide  clients  in  the  Asia/ 
Pacific  region.  They  serve  largely  as  an  international  marketing  con- 
sulting group.  This  group's  area  of  expertise  as  well  as  their  geo- 
graphic coverage  is  quite  broad. 

This    group    has    knowledge    of    the    area    and    has    key    contacts    in 
virtually  every  country.      They  indicated  that  they  would   be  available  to 
make   contacts   and    provide   information    as   to   steps   to   be   taken,    who  to 
contact,    and  the  approach  to  be  used   if  desired   by  Montana. 
Colorado  Meat  Company,    Ltd 
Lau  Wing   Hon,    Director 

This  is  a  local  importing  company  that  uses  the  name,  "Colorado 
Meat  Company."  They  purchase  most  of  their  beef  from  IBP  in 
Washington.  Ninety  percent  of  their  beef  is  made  up  of  ribeye,  tender- 
loin and  strip  sirloin,  and  comes  from  the  U.S.  He  indicated  that  the 
Montana  delegation  should  contact  their  Seattle  representative,  Patrick 
Poon,   or  a  Mr.    Kerr,   concerning  Montana  exports. 

He  indicated  that  they  sell  the  beef  that  they  import  to  Japanese 
and  Korean  restaurants  and  to  Hong  Kong  hotels.  Thirty  percent  of 
the  beef  they  import  is  prime  and  70  percent  is  choice.  In  most  cases 
they  import  the  entire  animal  and  slaughter  and  store  meat  in  ware- 
houses in  Hong  Kong.  In  some  cases,  their  company  provides  home 
delivery  service  of  beef  if  the  purchase  is  in  excess  of  $200  H.K. 

SINGAPORE 
Arrangements    in    Singapore    were   made    largely    by    Foo   Meng    Hian, 
ASIAN   Director  of  the  U.S.    Meat  Export  Federation. 
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U.S.    Meat  Export  Federation 
Foo  Meng   Hian   -   ASIAN   Director 

Mr.  Foo  is  responsible  for  the  South  Asian  market  area  including 
India.  He  indicated  that  a  number  of  local  companies  purchase  and 
resell  beef  to  India.  He  indicated  that  China  and  Singapore  also  have 
good  relations  and  that,  with  the  uncertainty  regarding  Hong  Kong  and 
the  1997  reattachment  to  China,  feels  that  Singapore  will  be  in  an 
excellent  position  to  market  into  that  area. 

He  pointed  out  that  Singapore  is  the  second  or  third  largest  oil 
refining  area  in  the  world. 

The  sale  of  beef  to  the  Malaysian  area  would  have  to  be  Halal  or 
Muslim  slaughtered. 

Australia  is  very  competitive  with  other  countries  in  terms  of  grass 
fed  beef  but  cannot  compete  in  the  fresh  or  frozen  fed  beef  market  due 
to  price.  Most  grain  fed  beef  comes  from  the  U.S.  Restaurants  gener- 
ally prefer  U.S.  beef  and  the  restaurant  trade  would  provide  an  excel- 
lent entry  into  the  market.  Australian  beef  is  not  used  in  the  restau- 
rant trade  because  of  the  variability  in  quality. 
U.S.  Embassy 
Richard   Howarth,    Counselor 

Counselor  Howarth  indicated  that  it  would  be  extremely  important 
to  check  out  the  Muslim  slaughter  requirements  for  beef  for  Singapore 
as  they  are  somewhat  different  than  many  other  areas.  He  felt  that  the 
Malaysian  area  would  be  a  good  area  in  which  to  market  beef  if  it  was 
Halal  slaughtered.  He  indicated  that  a  group  from  Singapore  went  to 
the  U.S.  a  few  years  ago  to  approve  various  plants.  It  would  be 
necessary   to   get   the   exact    requirements    and    then    get   them   to   come   to 
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approve  Montana  plants.  The  same  would  be  the  case  for  Indonesia. 
The  Malaysian  and  other  governments  would  allow  imports  only  from 
their  own  approved   U.S.    slaughtering   plants. 

Singapore  is  a  free  market  and  there  are  no  Halal  slaughtering 
requirements  for  shipping  to  Singapore.  Thirteen  plants  in  the  U.S. 
have  been  approved  and  these  are  mostly  IBP  plants.  There  will  be 
another  trip  to  the  U.    S.    to  approve  plants  in  early  1986. 

There  was  brief  discussion  regarding  the  opening  of  an  office  in 
this  area  and  he  indicated  that  it  would  be  very  expensive.  It  costs 
approximately  $250,000  U.S.  dollars  to  buy  an  apartment  condo  in 
Singapore. 

The  largest  meat  activity  in  Singapore  is  hog  slaughtering  with 
about  1,000,000  head  slaughtered  per  year.  The  hog  industry  is  being 
scrutinized  and  moved  out  to  surrounding  areas  because  of  environ- 
mental  impacts. 

American  beef  imports  to  Singapore  presently  amount  to  about  600 
tons  per  year.  It  is  mostly  used  by  hotel,  restaurant  and  institutional 
trade. 

It  is  difficult  to  find  American  beef  at  market  counters.  In  some 
stores,  American  beef  is  kept  in  a  freezer  and  the  customer  has  to  ask 
for  it.  American  beef  is  the  most  available  in  Singapore  through 
Japanese  supermarkets. 

One  market  visited  had  both  U.S.  and  New  Zealand  beef.  The 
presentation  of  the  New  Zealand  beef  was  somewhat  better  than  that  of 
the  U.S.    beef.      The  meat  has  a  better  color  and  a  fresher  look. 

Singapore,  like  Hong  Kong,  is  a  tourist  country  with  some  three 
million  tourists  visiting  in  1984.  The  average  tourist  visits  for  a  three 
to  four  day  period. 
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Seven  years  ago  McDonalds  became  the  first  fast-food  chain  in 
Singapore.  Currently,  there  are  22  chains.  McDonalds  uses  Australian 
beef.  At  one  time,  Burger  King  imported  U.S.  beef,  however,  they 
have  switched  to  Australian  beef  because  of  some  problems  they  had 
with  U.S.  beef. 
U.S.  Agricultural  Trade  Office 
Mr.    James  Y.    Iso,    Agricultural   Trade  Officer 

Mr.  Iso  began  by  giving  a  little  background  about  Singapore 
indicating  that  the  country  was  approximately  25  mile  by  11  miles 
square.  He  pointed  out  that  it  is  strategically  located  because  it  sits  at 
the  Strait  of  Malacca  through  which  all  cargo  ships  must  pass.  It  is 
the  second  largest  port  in  the  world.  Singapore  is  also  a  major  airline 
transfer  area  with  some  36  airlines  using  its  airport  facilities.  It  is  the 
center  of  banking  and  finance  for  Southeast  Asia  with  42  foreign  banks, 
in  addition  to  the  domestic  ones.  There  are  12  or  13  U.S.  banks  in 
Singapore. 

He  pointed  out  the  Singapore  government  has  a  quasi-government 
trading  company  called   "Primary   Industry   Enterprise." 

There  are  700  American  companies  operating  in  Singapore,  however 
very  few  are  agriculturally  related.  There  have  been  a  few  food  pro- 
cessing companies  coming  in,  such  as  Nabisco.  He  did  not  feel  Singa- 
pore was  a  good  area  for  livestock  production.  Some  Australian  cattle 
are  coming  into  Malaysia  to  be  finished  but  he  said  the  quality  of  the 
cattle  as  well   as  feed,    was  very  poor. 
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SUMMARY 

It  is  this  writer's  opinion  that  the  trip  to  the  Orient  confirmed  a 
number  of  points  made  elsewhere  in  this  study.  Specifically,  that  an 
opportunity  exists  to  export  Montana  beef  as  well  as  other  products  to 
the  three  countries  visited.  It  will  be  important,  however,  for  Montana 
to  make  its  presence  known  and  felt  in  any  of  the  countries.  It  will  be 
necessary  to  be  represented  in  these  countries  in  order  to  develop 
trust  and  confidence  on  the  part  of  the  importers.  We  must  be  able  to 
prove    that   we   have   stability   of   both    price   and    availability   of   product. 

This  entry  into  the  market  could  be  made  in  one  of  several  ways. 
It  may  be  possible  to  hire  a  consulting  company,  already  in  place  in 
these  countries,  to  represent  Montana  and  Montana's  commodities. 
Another  approach  could  be  to  designate  someone  from  Montana  to  make 
frequent  trips  to  the  area  to  make  the  necessary  contacts  and  establish 
good  will. 

A  third  way  would  be  to  place  an  office  in  any  or  all  of  the 
countries  to  begin  working  towards  building  the  mutual  trust  and  under- 
standing that  would  allow  the  transfer  of  products  from  our  country  to 
the  countries  in  the  Pacific  Rim.  The  benefits  derived  must  exceed  the 
approximate  $250,000  per  year  to  staff  and  run  an  office.  Whatever  the 
approach  or  to  whatever  degree  the  commitment  may  be,  it  will  be 
necessary  to  make  contacts,  establish  friendships  and  trust,  and  then 
begin  doing   business. 

Another  consideration  might  be  for  Montana  to  organize  an  export 
trading  company  that  would  not  only  export  beef,  but  other  commodities 
as    well.      This   would    have   to   be   a    long  term  commitment  on  the  part  of 


183 


the  state  and  private  individuals.  It  could  be  a  way  to  garner  re- 
sources, to  organize  Montana  products  to  be  shipped  abroad,  and  also 
to  establish  the  necessary  presence  in  the  overseas  countries.  Oppor- 
tunities exist  but  they  must  be  sought  out  and  developed.  Competition 
is  keen  and  Montana  will  be  required  to  do  a  first  class  job  of  pro- 
moting and  confidence  building. 

Specifically,  contact  should  be  maintained  with  the  U.S.  Embassy 
in  each  country  visited.  Protocol  would  dictate  that  this  should  be 
done  by  the  Montana  Department  of  Agriculture.  In  addition,  contact 
should  be  maintained  with  Mr.  Philip  Seng  and  Mr.  Foo  Meng  Hian  of 
the  U.S.    Meat  Export  Federation. 

A  key  Japanese  contact  appears  to  be  Mr.  Kaneko.  He  is  involved 
in  a  number  of  restaurants  and  was  also  the  key  to  obtaining  a  meeting 
with  Mr.  Sakai.  Mr.  Sakai  has  a  company  in  San  Francisco  and  could 
well  be  an  important  contact  because  of  his  connection  with  various 
phases  of  the  beef  industry  in  Japan.  This  could  well  be  Montana's 
best  connection.  Mr.  Rick  Okumato  is  a  buyer  who  frequently  visits 
the  United  States  and  expressed  an   interest  in  visiting  Montana. 

AS  International,  a  company  in  which  Mr.  Bill  Anawaty  is  a 
principal,  would  also  provide  valuable  assistance.  Not  only  is  Mr. 
Anawaty  somewhat  familiar  with  the  Montana  situation,  but  Mr.  Kaneko 
is  a  cooperator  with   AS    International. 

Mercury  Overseas,  a  subsidiary  of  Tokyo  Maruichi  Foods  Co., 
Ltd.,  is  located  in  Los  Angeles,  California,  and  should  be  contacted. 
This  was  suggested   by  the  company's  president. 

Mitsui  &  Company,  Ltd.,  has  a  Chicago  office.  While  there  was 
not  much  support  from  this  group,  a  contact  to  that  office  may  be 
appropriate.      Mr.    Joe  Miyama  is  their  key  officer  there. 
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It  was  pointed  out  that  the  Japanese  MAFF  has  an  office  in  Denver 
and  that  it  is  necessary  for  U.S.  plants  to  register  there  with  the 
LIPC.  This  should  be  checked  out  in  order  to  determine  if  follow-up 
action   should   be  taken. 
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CHAPTER  9 
PROJECT  SUMMARY  AND  RECOMMENDATIONS 

SUMMARY 

The  preceding  chapters  of  this  report  present  information  regard- 
ing production,  consumption,  importation,  import  restrictions  and  vari- 
ous other  items  relating  to  beef  in  the  study  countries.  While  it  was 
not  the  purpose  of  this  study  to  quantify  the  demand  for  beef,  nor  is 
it  easily  done  for  some  countries  because  of  data  deficiencies,  it  is 
recognized  that  there  is  a  growing  demand  for  additional  beef  con- 
sumption  in  the  major  countries  studied. 

This  presumed  demand  does  not  necessarily  mean  that  it  will  be  for 
Montana  beef,  or  for  U.S.  beef,  for  that  matter.  This  report  discusses 
steps  that  must  be  taken  in  order  for  Montana  to  become  a  factor  in 
any  of  the  market  areas  discussed.  The  key  items  include  having  a 
high  quality  product  with  a  guaranteed,  consistent  long  term  supply. 
This  means  long  term  contracts  rather  than  reliance  on  daily  pricing 
from  the  Yellow  Sheet.  High  quality  is  important  because  Australia  and 
New    Zealand    have    a    distinct   advantage   in    supplying    low   quality   meat. 

Second,  Montana  must  have  a  market  presence  in  any  country  to 
which  it  wishes  to  export  any  sizeable  quantities  of  beef.  This  would 
be  the  case  for  Japan,  the  Hong  Kong-Singapore  area  or  Saudi  Arabia. 
This  could  be  a  direct  marketing  representative  or  it  could  be  a  con- 
tract arrangement  with  an  agent  or  a  firm  currently  operating  in  the 
area.      With    this    in    mind    and    because    of    cost,    it  will    be   important  to 
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target  one  or  two  key  areas  in  which  to  start  working  to  create  a 
demand  for  high  quality  beef  from  Montana.  In  addition,  it  will  be 
necessary  to  develop  a  thorough  understanding  of  the  people  and 
cultures  of  the  areas  targeted  and  to  deal  with  them  on  their  terms. 
Third,  Montana  must  develop  a  plan  or  strategy  for  providing  the 
supply  of  beef  needed  for  the  targeted  country(ies).  This  includes  the 
desired  product  as  well  as  the  marketing  and  transportation  process 
itself.  Some  areas  prefer  carcasses  over  primal  and  subprimal  cuts  in 
order  to  retain  the  value  added  processing  for  themselves,  while  other 
markets  desire  only  subprimal  cuts.  Furthermore,  it  is  likely  that 
these  markets  will  be  slow  to  develop.  Montana  cannot  expect  to  build 
a  large,  modern  meat  processing  and  packing  facility  and  initially 
expect  a  single  market  to  exist  for  the  entire  output.  An  inventory 
and  evaluation  of  existing  facilities  should  be  undertaken  to  determine 
the  feasibility  of  meeting  the  initial  foreign  demand.  Later,  as  the 
market  develops,  it  may  be  necessary  to  expand  production  to  include  a 
large,  modern  plant.  This  approach  would  show  the  foreign  buyers 
that  Montana  is  serious  about  exporting  high  quality  beef.  At  a  later 
time,  a  joint  venture  possibility  may  be  more  attractive.  The  foreign 
buyers  will  be  interested  because  they  also  want  to  be  assured  of  a 
constant  supply  of  beef.  Financial  involvement  could  guarantee  the 
supply  for  them. 

SUGGESTIONS    FOR    FURTHER    RESEARCH 
Phase    II    of  the   Request  for   Proposal   called   for   an   analysis  of  the 
domestic     meat    market,     the     potential     for     entering     that    market,     and 
projections    outlining   future   market   potential.      In    its   winning    proposal, 
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AMEC,  Inc.  outlined  a  procedure  to  use  demand  and  price  analysis  to 
make  projections  of  domestic  beef  consumption.  The  entire  project 
would  then  be  completed  by  merging  the  information  from  Phase  II,  the 
analysis  of  domestic  beef  demand  with  Phase  I,  the  analysis  of  foreign 
beef  demand.  From  that  combined  effort,  a  strategy  would  be  deter- 
mined. 

It  was  stated  in  the  proposal  that  "The  delineation  of  processed 
Montana  beef  as  being  a  markedly  different  commodity  from  beef  of 
similar  quality  from  other  regions  appears  to  be  almost  impossible." 
This  has  not  changed.  For  example,  Iowa  Beef  Processors,  in  Central 
Washington,  is  already  marketing  beef  to  the  Pacific  Rim  countries.  It 
does  so  with  a  two  cent  per  pound  transportation  advantage  over 
Montana. 

Several  U.S.  demand  market  studies  have  been  completed  in  the 
past  few  years.  One  was  done  in  Montana  by  Brester  and  Marsh. 
These  models  have  all  illustrated  that  the  demand  for  beef  is  determined 
by  the  nation's  consumers.  A  particular  supplier  cannot  significantly 
alter  the  consumer  demand.  The  long  term  outlook  for  per  capita  beef 
consumption  does  not  indicate  an  increase  in  per  capita  consumption, 
but  the  increasing  population  will  require  increases  in  total  beef  pro- 
duction. That  increased  production  will  be  met  by  either  existing  or 
new  processing  facilities.  An  increase  in  demand  does  not  automatically 
indicate  that  a  plant  should  be  built  in  Montana,  rather  the  location  of 
any  new  plant  would  be  dependent  upon  the  ability  of  such  a  facility  to 
economically  compete  in  the  market.  Consequently,  a  domestic  demand 
study,  while  possibly  indicating  the  need  for  additional  packing  facili- 
ties,   would    not    indicate    that    this   plant   should    be   located    in   Montana. 
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Therefore,  as  a  result  of  Phase  I,  it  is  the  contractor's  recommendation 
that  Phase  II,  as  initially  requested  and  proposed  on,  be  redirected 
towards  other  research  areas  that  would  answer  more  pressing 
questions. 

It  is  felt  that  the  following  questions  and  items  must  be  addressed 
in  further  study: 

1.  Who  is  (are)  the  Montana  Beef  exporter(s)?  Who  is  being  con- 
sidered as  the  domestic  owner  or  joint  venture  partner  in  a  processing 
facility?  Foreign  investors  will  make  no  commitments  until  they  know 
with  whom  they  are  dealing.  Also,  should  Montana  organize  a  Beef 
Export  Company? 

2.  It  was  pointed  out  in  the  report,  especially  in  the  Saudi  portion, 
that  cooperation  would  be  necessary  at  several  levels  in  Montana.  This 
cooperation  is  required  in  order  to  have  a  vertically  integrated  pro- 
gram. This  would  include  ranchers  as  feeder  cattle  suppliers,  feedlot 
operators,  processing-packing  facility(ies),  knowledgeable  shippers, 
financial  interests,  and  individuals  or  groups  representing  Montana  beef 
abroad.  A  similar  group,  Montana  Export,  Inc.,  was  formed  recently 
but  has  apparently  since  disbanded. 

This  type  of  cooperation  is  essential.  Further  study  should  be 
done  to  determine  the  course  of  action  and  reasons  the  group  mentioned 
above  did  not  go  forward.  Additional  survey  work  should  be  done  with 
key  feeders,  ranchers  etc.  that  are  likely  to  be  key  players  in  a  beef 
slaughtering  effort. 

3.  A  detailed  inventory  of  existing  slaughter  facilities  in  Montana 
should    be    completed.       For    example,    a    small    plant    in    Hysham    has    ex- 
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ported  beef  to  the  Pacific  Rim  countries,  through  the  Port  of  Montana. 
The  survey  should  determine  the  capacity  of  these  plants,  their  interest 
in  getting  involved  in  international  marketing  and  their  plans  regarding 
their  own   slaughter  capacity. 

It  is  a  fact  that  this  phase  is  necessary  in  order  to  initiate  a  flow 
of  beef  to  overseas  markets  and  begin  developing  the  trust  of  overseas 
trading  companies  and   potential   investors. 

4.  Early  on  in  Phase  II,  or  in  any  additional  work  effort,  a  pre- 
feasibility  study  should  be  conducted  regarding  a  major  slaughtering 
facility  in  Montana.  Previous  studies  regarding  economies  of  size  for 
slaughtering  plants  should  be  reviewed.  Initially,  this  size  data  should 
be  used  as  a  premise  from  which  to  analyze  the  availability  of  raw 
materials  in  at  least  two  locations  in  Montana,  i.e.  Billings  and  Great 
Falls.  Given  an  assumed  feasible  plant  size,  it  is  necessary  to  study 
the  current  and  potential  supply  of  feeder  cattle,  feedlot  capacities, 
and  the  supply  of  feed.  The  seasonality  of  these  supplies  must  be 
considered. 

5.  If,  in  a  Phase  II  pre-feasibility  context,  the  above  factors  are  all 
positive,  then  a  detailed  plant  feasibility  study  incorporating  both 
economic  and  engineering  aspects  should  be  undertaken.  This  could 
well   be  Phase   III   and  would   likely  require  additional   funding. 

6.  If  a  goal  is  to  attract  venture  capital  from  overseas  sources,  a 
business  proposal  must  be  carefully  prepared.  This  would  require  data 
from  the  detailed  feasibility  study,  as  well  as  a  detailed  financial 
analysis  of  cash  flow  and   return  to  investment. 

7.  This  report  should  be  the  basis  for  a  decision  as  to  which  country 
or   area   to   target  for   a   beef   export   program.      Three    key   areas  appear 
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to  provide  the  necessary  opportunities.  They  are  Japan,  other  Pacific 
Rim  countries   (Hong   Kong  and  Singapore)   and  Saudi   Arabia. 

Japan  appears  to  be  an  attractive  market  due  to  the  size  of  its 
affluent  population  and  its  growing  demand  for  beef.  Recent  trade 
negotiations  have  favored  high  quality  beef  imports  from  the  U.S.  over 
lower  quality  Australian  imports.  Current  trade  deficits  also  favor 
continued  imports  by  Japan  in  an  effort  to  balance  trade  between  the 
two  countries. 

Although  a  slight  liberalization  of  the  current  trade  restrictions 
has  been  negotiated,  the  primary  barrier  to  entry  remains  Japan's 
political  and  social  attitudes  of  agricultural  protectionism.  These 
attitudes  will  not  change  quickly,  if  at  all.  The  administration  of  these 
regulations  necessitates  having  to  deal  with  a  government  bureaucracy. 
In  addition,  several  U.S.  meat  packers  already  have  representatives  in 
Japan. 

Hong  Kong  and  Singapore  both  import  the  majority  of  their  beef 
requirements.  Both  countries  have  growing,  affluent  populations.  In 
addition,  few  beef  import  restrictions  exist  in  either  country.  Finally, 
other  U.S.  companies  have  not  established  a  reliable  marketing  pres- 
ence in  the  area.  The  primary  disadvantage  of  the  area  is  that  the 
overall  beef  market  in  comparison  to  the  Japanese  market,  is  small. 
However,  the  market  is  probably  more  accessible  and  likely  would  be 
large  enough  for  a  Montana  export  effort.  In  addition,  it  appears  that 
this  particular  market  may  have  been  overlooked  by  U.S.  meat  ex- 
porters. 

The  ability  to  deal  directly  with  importers  and  the  nonexistent  or 
low    trade    tariffs    combine    to    make    Saudi    Arabia    an    attractive    market. 
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The  Saudis  are  a  growing,  affluent  society  with  increasing  markets  for 
meat  products.  The  demand  of  this  area  for  subprimal  beef  cuts  allows 
for  the  value  added  by  meat  processing  to  remain  in  the  exporting 
country.  In  addition,  there  is  currently  little  activity  in  the  area  by 
U.S.    beef  exporters. 

The  primary  disadvantage  of  this  market  concerns  transportation. 
The  difference  between  transportation  costs  between  Montana  and  Saudi 
Arabia  may  be  as  much  as  $.18  per  pound  compared  to  shipments  to  the 
Pacific  Rim.  The  Saudis  also  require  that  beef  be  slaughtered  using 
Islamic  techniques.  In  addition,  shipments  must  be  labeled  in  both 
Arabic  and  English  and  weights  must  be  presented  in  both  metric  and 
U.S.    standards. 

Overall,  the  Hong  Kong,  Singapore,  and  Saudi  Arabia  markets 
appear  to  stand  out  over  the  Japanese  market  at  this  time.  This  is  due 
to  a  combination  of  more  liberal  import  restrictions,  their  overall  social 
and  political  attitudes  towards  beef  imports,  and  their  more  favorable 
response  to  joint  venture  possibilities. 

8.  One  or  two  market  areas  should  be  targeted  using  this  study  as  a 
guide.  Phase  1 1  or  a  possible  Phase  III  should  entail  a  more  detailed 
analysis  of  costs  associated  with  on-site  marketing  in  the  chosen  areas. 
This  could  be  part  of  the  detailed  feasibility  study.  Options  would 
include  hiring  an  agent,  hiring  a  direct  representative,  or  contracting 
with  a  firm,  such  as  this  project's  subcontractors,  who  already  have 
contacts  and,    in   some  cases,   offices  in  the  study  areas. 

9.  Part  of  the  feasibility  study  should  include  costs  associated  with 
the  administration  of  the  exportation  of  beef.  This  could  be  the  Port  of 
Montana   or   an    export   trading    company.      Nevertheless,    the   problems  of 
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the  shipper,  and  who  should  handle  those  problems,  needs  further 
study  once  an  area  is  targeted  and  the  shipping  entity  is  identified. 
This  representative  must  be  knowledgeable  about  tariffs  and  how  to 
minimize  their  administrative  and  financial   impact. 

10.  Consideration  must  be  given  to  the  impact  of  Montana's  unitary  tax 
on  possible  joint  venture.  Efforts  must  be  made  to  have  this  tax  law 
changed,  and  until  it  is,  efforts  must  be  directed  towards  mitigating  its 
impact  on  a  potential   investor. 

Difficult  questions  must  be  answered.  It  is  suggested  that  the 
contractor,  AMEC,  Inc.,  meet  with  officials  of  the  Montana  Department 
of  Agriculture  and  other  appropriate  livestock  representatives  to  con- 
duct a  seminar  to  consider  the  next  step.  Several  suggestions  are 
provided  in  this  chapter.  Certainly  there  are  other  questions  and  items 
that  must  be  addressed  as  weH. 
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APPENDIX   A 
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The  following  is  translated  from  Japanese  to  English  from  the  AFF 
(May  issue,  1985)  a  magazine  of  the  Ministry  of  Agriculture,  Forestry 
and  Fisheries.  The  article  has  not  been  edited  or  revised  to  put  it  in 
proper  grammatical   context. 


FY1985  STABILIZATION    PRICES   OF    DESIGNATED   MEATS  - 


V 


I .       FY1985  Stabilization   Prices  of  Designated  Meats 

The  Ministry  of  Agriculture,  Forestry  and  Fisheries  (MOAFF) 
decided  the  FY1985  stabilization  prices  of  designated  meats  and  an- 
nounced them  under  the  date  of  March   30  as  follows: 


Pork 


Beef 


Skinned 
Carcass 

Dehaired 
Carcass 

Waygu 
Steer  2/ 
Carcass 

Other 
Steer 
Carcass 

Lower  Stabilization         600 
Price  (¥1kg) 


Upper  Stabilization 
Price  (¥1kg) 


780 


560 


725 


1,400 


1,800 


1,120 


1,455 


1 1 .       Outline  of  the  Price  Stabilization  System 

Pork  and  beef  became  a  designated  meat  in  FY1961  and  FY1975 
respectively.  Since  then,  the  prices  have  been  stabilized  under  the 
Law    Concerned    the    Price   Stabilization   of    Livestock  Products   (the   Law). 


1/  Designated  meats  --  pork,  beef  and  other  meats  which  are  pro- 
vided by  the  Law  and  meet  the  standard  by  MOAFF,  namely  2 
grades  of  pork,  "excellent"  and  "superior";  and  "medium"  grade  of 
beef. 

2/       Wagyu   --  domestic  beef  cattle 
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The  price  stabilization  system  aims  for  the  stabilization  of  pro- 
duction and  consumer  prices  by  establishing  the  stabilization  price 
range  (lower  and  upper  stabilization  prices).  This  range  is  formed  on 
the  premise  that  there  is  a  liberalized  price-setting  system  in  the  meat 
market  and  substantial  prices  are  determined  through  the  supply- 
demand  adjustment  by  the  Livestock  Indistry  Promotion  Corporation 
(LIPC). 

The  stabilization  price  range,  under  Article  3  of  the  Law,  is  "to 
be  determined  to  ensure  continued  production  of  the  designated  meats 
by  taking  into  account  the  production  condition,  supply-demand  situ- 
ation and  other  economic  conditions"   annually. 

III.     Process  of  Price  Determination 

Prior  to  the  decision  of  the  FY1985  stabilization  prices,  a  meeting 
of  the  meat  working  group  of  the  Livestock  Industry  Promotion  Council 
was  held  on  March  27,  and  discussed  on  points  for  the  year.  During 
the  meeting  the  Government  view  on  the  stabilization  price  was  given 
along  with   a  trial  computation  method  for  prices  this  year. 

1 .        Government  trial  computation  method 

The  trial  computation  by  the  Government  follows  the  existing 
method  which  adopts  the  actual  supply-demand  figures.  This 
method  considers  the  production  cost  change  which  uses  the 
market  prices  of  the  past  certain  period  (base  period)  as  a  basis. 
The  concrete  calculation   is: 

a)       The    meat    farmers    selling    price   of  the   base   period    (beef    -    7 
years  and  pork-5  years)  multiplied   by  a  production  cost  index 


199 


which  shows  the  difference  between  the  base  period  and  the 
current  year  makes  a  selling  price  of  meat  farmers  of  1985 
(and  only  for  pork,  in  addition  to  this,  again  multiply  an 
estimated    supply-demand    adjustment   coefficient   of   this    year). 

b.  The  1985  selling  price  multiplied  by  a  carcass  conversion 
coefficient  is  a  wholesale  price  of  carcass  this  year. 

c.  The  1985  wholesale  price  of  carcass  plus  a  figure  that  this 
same  price  multiplied  by  the  variable  coefficient  makes  the 
upper  stabilization  price.  Therefore,  the  subtraction  makes 
the  lower  stabilization  price.  (As  to  pork,  the  computed 
prices  are  for  skinned  pork  so  that  the  prices  for  dehaired 
should   be  deducted  7%  from  the  skinned   pork  price.) 

Those  FY1985  tentative  prices  of  medium  grade  for  the  designated 
meats  show  a  1.9%  increase  of  Wagyu  steer  and  a  0.2%  decrease  of  other 
steer,  and  for  pork  a  0.8%  decrease  to  the  previous  year's.  Since  the 
differences  were  very  narrow  compared  to  the  year  ago,  the  Govern- 
ment considered  to  maintain  the  same  level  of  pricing. 
2.        Discussions  at  the  Council 

At  the  Council,  the  necessity  of  the  low  cost  beef  production,  the 
current  situation  and  a  measure  to  aid  the  meat  farmers  liabilities, 
the  substantial  price  stabilization  system  of  calves,  the  improve- 
ment of  pork  and  its  sanitary,  and  the  promotion  of  meat  con- 
sumption were  discussed  as  well  as  the  stabilization  price  computa- 
tion.     An  advice  and   proposals  of  the  Council   are  as  follows. 
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3.  Advice 

To  decide  the  FY1985  stabilization  prices,  it  is  an  unavoidable 
conclusion  to  agree  with  the  submitted  Government  method  con- 
sidering the  whole  situation  such  as  the  production  condition  of 
designated  meats,  trend  of  consumption  increase,  supply-demand 
situation  and  other  economic  situations. 

4.  Proposals 

a)  To  give  a  careful  consideration,    to  meet  the  request  of  liberal- 
ization   of    the    livestock    produce    market    in    Japan,    as    it   will 
give   a   serious  influence  upon  the  domestic   livestock  industry. 

b)  In  view  of  the  recent  situation  of  meat  consumption,  to  en- 
sure appropriate  labeling  of  grade  and  standard,  and  informa- 
tion on  meat  for  the  rationalization  of  meat  distribution  and 
increase  of  consumption.  At  the  same  time,  to  generalize  a 
comprehensive     food     information     including     marine     products. 

c)  With  consideration  to  circumstances  concerning  the  beef  prob- 
lem in  Japan  and  overseas,  to  develop  new  production  skills 
and  promote  its  use,  and  to  give  the  substantial  guidance  on 
livestock  farming.  In  addition,  to  promote  economical  fatten- 
ing skills,  consistent  production,  and  the  improvement  of 
dairy  and  beef  cattle  combined  operation. 

d)  With  concern  to  the  situation  of  beef  cattle  raising  farmers, 
to  finance  them  for  the  better  management  opportunity. 

e)  In  view  of  the  remarkable  low  returns  in  the  beef  cattle 
raising  operation,  to  examine  the  efficient  use  of  the  agri- 
culture modernization  funds  for  beef  cattle  production  associ- 
ation projects. 
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f)  To  guarantee  beef  cattle  resources,  to  strengthen  low  mortal- 
ity of  calves,  increase  in  number  of  breeding  cows,  and 
stabilized  price  of  calves. 

g)  As  to  pork,  to  make  effort  on  obtaining  "extra-fine"  class 
pigs  as  well  as  promoting  the  planned  production  to  meet  the 
market  needs,  and  to  take  efficient  sanitary  measures  for 
diseases. 

h)  To  make  effort  on  the  imporvement  of  self -supply  ratio  of 
coarse     feed,     and     the     price    stabilization    of    assorted    feed. 

5.  Conclusion 

In  reply  to  the  above  advice  and  proposals,  MOAFF  decided  the 
stabilized  prices  of  designated  meats  for  the  first  half  year  of 
FY1985,  and  the  following  aid  measures  concerning  the  livestock 
industry.  The  total  funds  of  aid  are  estimated  to  the  amount  of 
¥11.8  billion. 

6.  Aid  programs  concerning   livestock  produce  prices 

a)  To  rationalize  the  beef  cattle  feeding  operation  program—for 
stabilization  and  rationalization  of  beef  cattle  feeding  opera- 
tion, financial  institutions  including  the  Agricultural  Co- 
operative Associations  (Nokyo)  and  other  related  associations 
will  finance  long-term  loans  (interest:  5%  annually  or  3.5% 
with  a  special  authorization;  maturity:  7  years  or  10  years 
with  a  special  authorization;  and  grace  period:  3  years)  as 
the  new  three-year  plan  from  FY1985  as  well  as  to  moderate 
the  existing  loan  conditions.  In  addition,  a  grant  (3% 
annually  or  3.5%  with  a  special  authorization)  will  be  given 
with  the  new  loan.  This  grant  enables  to  subsidize  the 
interest  of  the  new  loan. 
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b)  To  stabilize  the  selling   prices  of  beef  calf  -- 

in  view  of  the  recent  decline  of  the  beef  calf  selling  price,  in 
case  of  shortage  in  reserve  funds  of  the  Price  Stabilization 
Association  which  makes  loans  to  producers,  to  expand  the 
Association's   reserve  funds  assets. 

c)  To  promote  feeding  beef  calves   -- 

to  promote  the  expansion  of  feeding  beef  catties,  an  ex- 
pansion grant  (¥20,000  per  head  of  calf)  will  be  given  to 
farmers.  In  addition  a  maintaining  productivity  grant 
(¥10,000  per  head  of  calf)  will  be  given  in  case  the  average 
calf  selling  price  falls  below  ¥300,000  and  a  farmer  wants  to 
maintain  the  same  scale  of  business. 

d)  To  promote  beef  cattle  feeding  operation   -- 

i)  A  grant  (¥11,000  per  head  of  cattle)  will  be  given  to 
farmers  who  feed  bulls  for  a  given  period  in  place  of  the 
Nokyo  when  farmers  sell  bulls  to  large/larger  scale 
business  producers  after  the  specified  period.  In 
addition,  to  increase  heads  of  bull,  a  grant  (¥20,000  per 
head  of  cattle)  will  be  also  given  to  beef  cattle  pro- 
ducers when  an  impregnation  of  a  bull  is  confirmed  after 
purchased  from  the  livestock  market, 
ii)  To  promote  high  productivity  of  beef  systematically  and 
rationally,  a  low  interest  loan  will  be  given  to  farmers  at 
the  time  of  purchase  catties  in  accordance  with  the 
changes  of  beef  price. 

e)  To  promote  dairy  cattle  production   -- 

A    grant    will    be    given    to    dairy    farmers    for    feeding    calves. 
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f)  Dairy  farming   (omission) 

g)  To  improve  the  meat  distribution  and  consumption   -- 

to  meet  the  improvement  of  the  meat  distribution  and  the 
increase  of  consumption,  the  following  projects  will  be  pro- 
moted : 

low  cost  beef  production 

reasonable  market  prices 

appropriate  labeling  at  meat  retail   stores 

distribution  of  the  specially  designated   parts  of  meat 
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